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ACCOUNTING   FOR  BUILDING  AND   LOAN 

ASSOCIATIONS 

PART  1— GExNERAL  PRINCIPLES 

Object  and  Benefits 

The  object  of  building  and  loan  associations  is  to  provide  a  safe 
means  of  investing  small  savings.  The  money  thus  saved  is  loaned 
out  on  mortgage  security.  Associations  are  incorporated  under  state 
laws  and  are  governed  by  the  requirements  thereof.  Annual  reports 
are  required  by  the  banking  department  of  the  state,  and  special  exam- 
inations are  made  from  time  to  time  by  the  state  bank  examiners. 

While  this  treatise  is  devoted  to  building  and  loan  accounting, 
it  seems  necessary  at  the  outset  to  explain  briefly  a  few  of  the  general 
principles  underlying  the  organization  and  procedure  of  these  asso- 
ciations. It  may  be  stated,  however,  that  there  is  no  better  or  safer 
plan  for  the  encouragement  of  small  savings.  The  member  saves  by 
means  of  monthly  investments,  while  the  non-member  spends.  This 
statement  can  be  truthfully  made  by  the  writer,  who  has  been  con- 
nected with  building  and  loan  associations  continuously  since  1897, 
and  from  experience  as  director  and  as  auditor  for  some  of  the  best. 

The  first  building  and  loan  association  in  the  United  States  was 
organized  in  Philadelphia  in  1831.  This  city  alone  had  in  1923  over 
2400  associations,  with  a  membership  of  850,000  stockholders  and 
with  assets  exceeding  $404,000,000.  The  State  of  Pennsylvania  leads 
all  others  with  1,251,000  shareholders  and  assets  over  $625,000,000, 
and  is  followed  closely  by  Ohio,  New  Jersey,  Massachusetts,  and 
Illinois. 

The  term  "building  and  loan  association"  is  the  one  generally 
used,  but  the  functions  of  associations  no  longer  comprise  only  the 
building  of  homes.  In  different  localities  they  are  known  by  different 
names,  as  savings  and  loan  societies,  mutual  loan  associations,  co- 
operative banks,  and  so  forth. 

Management  and  Safeguards 

The  management  of  building  associations  is  vested  in  the  board 
of  directors  and  officers,  all  of  whom  are  chosen  from  year  to 
by  the  members.  The  directors  in  most  cases  serve  withopt^^^ 
consider  it  an  honor  to  do  so,  because  they  realize  that  the  association 
is  a  civic  benefit.  '' 

The  officers  consist  of  president,  vice-president,  secretary  and 
treasurer  and  are  elected  either  by  the  stockholders  or  by  the  direc- 
tors; but  as  a  rule  the  secretary  and  the  treasurer  are  the,<;o^)^.ones 
who  are  compensated  for  their  services.  Bonds  are  required:  from 
all  officers  who  handle  money.  There  are  fewer  failures  of  building 
associations  than  of  banks,  largely  because  of  the  safeguards  thrown 
around  them  and  of  the  constant  watchfulness  of  members  and 
directors. 
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4  ACCOUNTANCY. 

All  associations  make  annual  reports  to  the  state.  Annual  audits 
are  required  by  committees  of  stockholders,  periodic  audits  are  made 
by  officers  of  the  state  banking  department,  and  in  many  cases  inde- 
pendent audits  are  made  by  certified  public  accountants. 

The  Value  oi  a  Share 

The  value  of  a  share  depends  upon  the  amount  paid  in,  the  age, 
and  the  success  of  the  association.  The  monthly  payment  is  either 
$1.00  per  share  with  a  maturity  value  of  $200,  or  50  cents  per  share 
with  a  maturity  value  of  $100.  Double-payment  shares  in  either  of 
these  cases  require  double  the  amount  of  dues,  causing  the  shares 
to  mature  in  a  shorter  time.  Share  payments  are  sometimes  60  cents 
or  70  cents  per  month,  and  have  a  maturity  value  of  $200;  but  this 
class  of  stock  is  used  mostly  by  associations  which  carry  the  insur- 
ance feature  in  connection  therewith. 

In  each  share  there  is  the  paid-in  value,  the  book  value,  the  with- 
draw^al  value  and  the  par  value.  Par  value  is  really  a  misnomer, 
because  when  the  share  reaches  par  it  is  matured  and  paid  off.  Some- 
times the  maturity  value  of  the  share  is  slightly  above  par,  due  to 
the  satisfactory  accumulation  of  profits  and  to  the  desire  of  the 
directors  to  act' fairly  to  all.  The  member  who  remains  until  maturity 
is  the  one  who  benefits. 


Fees  and  Fines 

There  is  usually  an  entrance  fee  of  so  much  per  share  and  a 
transfer  fee,  and  sometimes  a  withdrawal  fee  on  shares  withdrawn 
before  maturity.  A  fine  is  nearly  always  levied  on  delinquent  pay- 
ments, the  arnount  usually  being  2  per  cent,  per  month  on  the 
amount  due. 
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PART  2— KINDS  OF  STOCK  AND  PLANS  OF  ISSUE 

Local  associations  such  as  are  operating  in  Pennsylvania  and 
other  states  confine  their  activities  to  a  limited  territory  and  under 
no  conditions  may  go  outside  of  the  state.  They  are  closely  watched 
by  the  directors  and  by  the  state  and  their  investments  are  made 
openly  and  under  the  eyes  of  the  members  at  the  monthly  meetings. 

There  are  several  kinds  or  classes  of  shares  and  membership 
thereunder  varies  to  some  degree.  Some  associations  issue  stock 
certificates,  while  many  others  prefer  to  use  only  the  pass  books  as 
evidences  of  ownership.  All  associations  receive  money  in  monthly 
instalments,  while  some  of  the  states  permit  them  to  take  money  on 
deposit  very  much  like  the  savings  banks.  Some  have  paid-up  stock 
drawing  a  given  rate  of  interest  and  others  a  paid-up  participating 
stock.  ]  The  various  plans  of  stock-issue  are  explained  below. 

Terminating  Plan 

^Under  this  plan,  which  is  no  longer  in  use,  all  shares  of  stock 
were  issued  as  of  the  same  date  and  always  had  the  same  value. 
Members  all  joined  at  the  same  time  or,  if  they  joined  later,  they 
were  compelled  to  pay  back  dues  equivalent  to  the  amount  per  share 
already  paid  by  the  original  subscribers,  plus  an  additional  amount 
equal  to  the  accumulated  profits  per  share.  This  plan  was  not  well 
suited  to  the  class  of  people  who  most  desired  association  benefits 
and  therefore  was  discontinued. 

The  Serial  Plan 

The  serial  plan,  sometimes  called  the  "Pennsylvania  plan,"  is  the 
prevailing  form  throughout  the  country.  It  retains  the  good  features 
of  the  terminating  plan,  eliminates  or  modifies  the  objectionable,  and 
introduces  others.  .  The  stock  is  issued  in  series — that  is,  a  new  series 
begins  yearly,  half-yearly,  quarterly,  or  monthly.  New  members  pay 
back  to  the  beginning  of  the  current  series,  or  may  wait  only  a 
short  time  for  a  new  series  to  begin^  One  may  therefore  become  a 
member  without  having  to  make  large  back  payments.  The  series 
are  numbered  in  consecutive  order,  as  first,,  second,  third,  and  so  on. 
Each  series  of  stock  is  of  a  different  value  from  the  others  and  of 
course  matures  at  a  different  time ;  it  dates  from  the  time  of  its 
issue  and  runs  its  course  independently  of  other  series  issued  before 
or  after.  Each  series  is  retired  at  maturity  according  to  the  amount 
stipulated,  whether  $200  per  share  or  less.  The  profits  are  appor- 
tioned annually  or  oftener  among  the  shares  in  the  diflFerent  series 
according  to  the  time  the  series  has  run  and  the  number  of  shares 
in  the  particular  series.  )^When  the  instalments  paid  in  and  profits 
apportioned  to  the  shares  of  any  given  series  equal  the  par  value  of 
the  shares,  they  are  declared  matured.  The  borrowers  in  that  series 
are  entitled  to  have  their  mortgages  satisfied  and  cancelled,  and  the 
non-borrowers  are  entitled  to  the  full  value  of  their  shares  in  cash. 
"(^  Loans  are  made  to  members  irrespective  of  the  series  to  which  they 
belong,  the  security  being  the  main  consideration. 
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Perpetual  or  Permanent  Plan 

Under  this  plan  associations  are  sometimes  granted  perpetual 
charters  and  the  amount  of  capital  stock  fixed  at  a  certain  sum.^  The 
term  "permanent,"  however,  is  just  as  adaptable  to  the  serial  plan 
as  it  is  to  this,  as  both  make  the  existence  of  the  association  perpeiual. 

This  is  a  modification  of  the  serial  plan,  and  is  known  also  as  the 
"Dayton  or  Ohio  Plan"  and  as  the  non-serial  plan.  As  soon  as  the 
required  amount  of  stock  has  been  subscribed,  the  association  is 
allowed  to  begin  business,  and  thereafter  new  members  are  allowed 
to  enter  at  any  time  on  an  equality  with  the  original  subscribers.  The 
stock  of  each  member  dates  from  the  time  of  his  entry.  Members 
may  withdraw  at  any  time  by  complying  with  the  rules  of  the  asso- 
ciation, receiving  therefrom  the  amount  of  instalments  plus  an 
equitable  share  of  the  profits^  Each  share  stands  on  its  own  merits, 
without  in  any  w^ay  interfenng  with  the  status  of  any  other  share. 
A  person  may  join  at  any  time  and  withdraw  at  any  tirne  without 
interrupting  the  plan  of  procedure  of  the  association.  ;  By  waiting 
until  these  shares  mature  he  receives  his  proportionate  share  of 
profits,  but  if  he  withdraw^s  before  maturity  the  amount  received 
is  governed  by  the  association's  by-laws.  By  withdrawing  before 
his   shares   mature,  he  forfeits  a  portion  of  the   profits. \ 

This  plan  has  attained  some  degree  of  popularity  throughout  the 
country,  the  attractive  feature  being  that  one  may  enter  at  any  time 
without  paying  back  dues.  Therein  lies  its  only  advantage  over  the 
serial  plan.  And  yet,  the  monthly  serial  plan  used  by  some  associa- 
tions serves  the  same  purpose  and  is  equally  as  convenient. 

The  CaiHtal  Stock 

The  amount  of  capital  stock  is  fixed  by  the  charter  of  the  asso- 
ciation like  that  of  any  other  corporation,  but  the  manner  of  pay- 
ment is  much  different.  Increases  may  be  made  from  time  to  time 
if  necessary  as  the  association  grows.  A  minimum  capital  is  stated 
at  the  beginning  and  likewise  the  par  value  per  share,  but  since  the 
stock  is  issued  in  series  and  paid  by  monthly  instalments  it  obviously 
takes  several  years  before  it  is  fully  paid  for.  Profits  are  allowed  to 
accumulate,  thereby  advancing  the  date  of  maturity.  When  the 
payments  plus  earnings  equal  the  par  value  the  stock  is  said  to  have 
matured  and  must  be  retired. 
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PART  3— THE  BOOK  ACCOUNTS 

Need  of  Accurate  Records 

An  adequate  accounting  system  is  the  chief  prerequisite,  and 
under  no  circumstances  should  this  phase  of  the  work  be  neglected 
or  be  allowed  to  get  behind.  Looseness  in  account-keeping  or  in  the 
ofticial  records  should  not  be  tolerated.  What  is  true  of  other  lines 
of  business  is  equally  as  true  of  this,  and  particularly  since  it  has  to 
do  with  the  savings  of  so  many  wage  earners.  The  by-laws  usually 
require  that  adequate  books  of  record  be  kept,  and  prescribe  the  duties 
of  the  secretary  and  treasurer  who  are  charged  with  the  responsibilites 
connected  therewith. 

(^The  secretary  is  the  officer  charged  with  the  duty  of  keeping  the 
records  of  the  association.  He  is  responsible  to  the  directors  and 
through  them  to  the  stockholders,  and  must  report  at  regular  periods 
to  the  state  banking  department.  Any  secretary  who  is  not  fully  com- 
petent to  do  this  work  should  either  endeavor  to  qualify  himself  for 
the  position  or  else  relinquish  it  to  some  one  who  is  capable. 

(The  treasurer  is  custodian  of  the  association's  funds  and  securities,  '^ 
and  is  usually  under  a  bond  of  fidelity.    All  moneys  received  and  paid 
out  go  through  the  hands  of  the  treasurer;  who  in  turn  is  required 
to  keep  an  adequate  record  of  all  receipts,  deposits,  disbursements, ; 
securities,  and  so  forth. 


Sources  of  Income 

The  various  items  of  income  are  listed  below  but  this  does  not 
mean  that  all  would  necessarily  be  found  in  any  one  association.  The 
income  should  of  course  be  represented  by  ledger  accounts  duly 
opened  and  classified,  though  in  some  cases  the  ledger  is  either 
omitted  entirely  or  else  partly  represented  by  accounts  opened  on 
succeeding  pages  of  the  cash  book.  The  income  accounts  are  as 
follows : 


7 — Premium  on  money  loaned 

8 — Fines  from  members 

9 — Profit  on  withdrawing  shares 
10 — Rents  received 
11 — Profits  on  sale  of  real  estate 
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1 — Interest  on  loans 

2 — Interest  on   bank  balances 

3 — Interest  on  investments 

4 — Entrance  fees 

5 — Transfer  fees 

6 — Withdrawal  fees 

Operating  Expenses 

frhe  running  expenses  of  an  association  are  few^  since  the  officers 
serve  as  a  rule  for  a  small  salary  and  willingly  give  much  time  for  the 
welfare  of  the  association.  In  some  associations  a  fee  of  25  cents  or 
less  per  share  is  required  once  or  twice  a  year  from  members  to  meet 
the  running  expenses,  especially  in  associations  which  charge  no  pre- 
miums to  borrowing  members.  The  operating  expenses  of  all  asso- 
ciations in  the  United  States  amount  to  about  seven-tenths  of  one 
per  cent,  of  the  entire  assets.    No  wonder  they  thrive.     The  secre- 
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tary  and  the  treasurer  are  generally  the  only  ones  who  draw  salaries^ 
thoug-h  small  fee  allowances  are  frequently  made  to  the  auditing  com- 
mittee and  to  other  persons  for  services  rendered. 

The  following  is  a  list  of  the  operating  expenses  usually  to  be 
found  in  the  accounts  of  associations,  though  they  may  not  all  be 
found  in  any  one,  and  perhaps  even  other  items  might  appear 
occasionally.  Indeed  in  some  of  the  larger  associations  operating  in 
Massachusetts,  Ohio  and  New  York  the  accounting  records  are  equally 
as  comprehensive.    (Vhe  expense  accounts  are  as  follows: 


X 


1 — Expenses  of  organizine 

2 — Salaries  of  officers 

3 — Printing?  and  stationery 

4 — Advertising 

5 — Rent  of  office 

6 — Interest  on  borrowed  money 

7 — Interest  on  withdrawals 

8 — Interest  on   matured  stock 


Assets  and  Liabilities 


9 — Interest  on  full-paid  stock 
10— Legal  expenses 
11 — Insurance  expenses 
12 — Taxes  and  water  rents 
13 — Losses  on  real  estate  sold 
14 — Repairs  to  property 
15 — Sundry  expenses 


N 


The  various  assets  and  liabilities  of  building  and  loan  associations 
are  listed  below:,  but  it  is  not  at  all  likely  that  these  would  all  be 
found  in  any  one  association.  Pennsylvania  associations  are  very 
much  alike  though  some  of  them  have  more  accounts  than  others  and 
have  a  greater  variety  of  transactions;  this  is  likewise  true  of  similar 
organizations  in  other  states.  It  will  be  observed  that  the  assets  con- 
sist chiefly  of  loans,  securities,  real  estate,  and  cash ;  and  that  the 
liabilities  consist  chiefly  of  instalment-payments,  accummulated  profits 
and  borrowed  money?^  The  actual  reports  of  representative  associa- 
tions shown  herewith  exhibit  very  clearly  the  various  accounts  used. 
Following:  is  a  list  of  the  assets  and  liabilities: 


Assets 


1- 
2- 
3- 


-Loans  on   first  mortgages 
-Loans  on  second  mortgages 
-Loans  on  split  mortgages 
4 — Stock  loans 

5 — Loans  to  other  associations 
6 — Dues  in  arrears 
7 — Interest   in   arrears 
8 — Fines   in   arrears 
9 — Premiums  in  arrears 
10 — Liberty  bond  investments 
11 — Cash  in  banks 
12 — Real  estate  owned 
13 — Furniture  and   fixtures 
14 — Organization   expenses,   not   amor- 
tized 
15 — Fire  insurance  advanced 
16 — Taxes,  etc.,  advanced 


Liabilities 

1 — Instalment    stock    dues 

2 — Matured  stock 

3 — Full-paid  stock 

4 — Interest  accrued  on  full-paid  stock 

5 — Dues  paid  in  advance 

6 — Interest  paid  in  advance 

7 — Unearned    premiums 

8 — Borrowed  money 

9 — Interest  on  borrowed  money 
10 — Trust  funds,  if  any 
11 — Profits  due   shareholders 
12 — Contingent  fund 
13 — Guaranty  fund 
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Explanation  of  the  Ledger  Accounts 

The  various  ledger  accounts  outlined  above  are  in  most  cases  self- 
explanatory,  but  a  few  of  them  may  need  some  explanation.  Those 
associations  which  operate  along  the  lines  of  a  regular  banking  msti- 
tution  and  are  open  for  business  at  all  times,  must  of  course  have 
a  complete  set  of  books  and  all  the  necessary  accounting  require- 
ments ;  and  the  larger  they  become  the  greater  is  the  need  for  closer 
watchfulness  and  the  consequent  expense  outlay. 

The  accompanying  association  reports  show  the  application  of 
various  accounts.  The  terms  used  in  the  different  reports,  while  almost 
identical,  have  different  degrees  of  meaning.  Among  the  assets  are 
frequently  found  items  such  as  taxes,  insurance  and  other  advances 
that  are  to  be  repaid  by  the  borrowing  members.  Organization  ex- 
penses are  sometimes  spread  over  a  term  of  years.  Real  estate  usually 
consists  of  property  on  which  loans  have  been  foreclosed./  In  some 
states,  however,  associations  are  owners  of  their  own  buildings.) 

(Accumulated  profits  are  included  among  the  liabilities  under 
"profits,"  "profits  apportioned,"  "net  gain"  or  some  other  caption. 
The  profits  and  the  dues  are  frequently  combined  under  "due  to  stock- 
holders." Under  Pennsylvania  laws  a  "contingent  fund"  equal  to  5 
per  cent,  of  the  assets  may  be  created  to  meet  contingent  losses.  In 
New  York  this  is  known  as  a  "guarantee  fund,"  and  each  association 
is  required  to  set  aside  one-twentieth  of  its  earnings  each  year  until 
the  fund  reaches  5  per  cent,  of  its  accumulated  capital  or  50  per  cent,  of 
the  book  value  of  all  real  estate  owned.  In  Illinois  the  "guarantee  or 
contingent  fund"  may  be  from  1  to  5  per  centum  of  the  profits,  the 
total  not  exceeding  5  per  cent,  of  the  dues  capital.  Massachusetts  has 
a  similar  law  except  that  the  limit  is  5  per  cent,  of  the  total  liabilities. 
The  Ohio  law  provides  for  a  "reserve  fund"  of  at  least  5  per  cent,  of 
the  net  earnings,  the  maximum  being  5  per  cent,  of  the  total  assets. 
Another  interesting  requirement  of  the  Ohio  law  is  that  "in  calculat- 
ing profits,  prior  to  a  dividend,  interest  then  unpaid,  although  due,  on 
debts  owing  to  it,  shall  not  be  included." 

State  laws  prescribe  the  borrowing  limits  of  associations,  which  in 
Pennsylvania  is  25  per  cent,  of  the  withdrawal  value  of  the  stock. 
Other  states  have  similar  requirements,  some  of  them  a  little  more 
liberal. 


:!*T'^!3S!S  "sW^l 
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ACCOUNTANCY. 

PART  4— ANNUAL  REPORTS 


/ 


/All  builclirifr  and  loan  associations  render  annual  reports  to  the 
members,  and  some  of  them  even  more  frequently.  The  report  is  sub- 
mitted at  the  annual  meeting  and  printed  copies  mailed.  It  contains 
much  valuable  information  and  as  a  rule  is  identical  with  the  report 
hied  with  the  state.  Some  reports  are  quite  elaborate  while  others  are 
notable  for  their  simplicity.  ^They  usually  include  a  balance  sheet, 
cash  statement,  share  statement,  income  statement,  list  of  prepaid 
and  delinquent  members,  summary  of  loans,  list  of  officers  and  direc- 
tors, and  so  forth.  Most  printed  reports  contain  the  pass-book 
numbers  of  prepaid  and  delinquent  dues  for  the  benefit  of  those 
concerned.     The  numbers  are  usually  listed  about  as  follows: 


Delinquent  Accounts 

Book  No.  Amount 

2767  $22.50 

2774  114.20 


Overpaid  Accounts 
Book  No.  Amount 

2761  $8.00 

2826  38.75 


The   delinquent  accounts   include   dues,   interest,   premiums   and 
fines,  while  the  prepaid  include  all  but  the  fines. 


Examples  of  Annual  Reports 

The  accompanying  reports  are  selected  from  among  the  largest 
associations  for  the  purpose  of  showing  the  plans  used  by  those  of 
widest  experience.  There  are  so  manv  successful  associations  in  the 
various  states  that  it  would  be  most  difficult  to  point  to  any  one  as 
being  more  representative  than  others.  Some  of  the  smallest  can 
show  achievements  that  are  equal  to  any. 

The  Reliance  Building  and  Loan  Association  of  Philadelphia  was 
organized  in  1869  and  is  a  typical  Pennsylvanian.  It  has  an  authorized 
capital  of  $10,000,000  and  38,000  shares  in  force.  The  monthly  dues 
are  50  cents  per  share  with  a  par  value  of  $100.  Its  annual  report 
contains  a  cash  statement,  balance  sheet,  share  analysis,  delinquent 
members,  and  other  information.  The  book  and  withdrawal  values  of 
each  share  of  stock  are  shown  in  the  share  analysis. 

A  special  notice  is  sent  semi-annually  to  all  menii)ers  whose  ac- 
counts are  not  in  balance.  This  association  loans  onlv  on  first  mort- 
gages, issues  5  per  cent,  full-paid  stock,  and  does  not  charge  either 
premium  or  bonus  on  loans.  Up  to  1919  it  issued  yearly  series  and 
thereafter  half-yearly,  with  an  entrance  fee  of  25  cents  per  share. 
Once  a  year  the  members  pay  25  cents  per  share  to  the  contingent 
fund  to  be  used  for  running  expenses,  the  unused  balance  being 
credited   to   the   stockholders.     The   following   valuable   schedule   of 
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rates  for  first  payments  on  shares  sold  during  the  year,  is  included  in 
each  report : 


January  or  July 
February  or  August 
March  or  September 


$0.75  per  share 
1.26  per  share 
1.77  per  share 


April  or  October 
May  or  November 
June  or  December 


$2.28  per  share 
2.80  per  share 
3.32  per  share 


The  audit  certificate  is  made  in  two  sections,  one  committee 
certifying  to  the  assets  and  the  other  to  the  book  accounts.  In  addi- 
tion to  this  an  outside  accountant  makes  audits  at  intervals  during 
the  year. 


Fifty-third  Annual  Report 
Reliance  Building  and  Loan  Association 


Cash  Statement 


Receipts 

Cash  in  Banks,  June  30, 

1921 
Dues,  Interest  and  Fines 
Contingent  Fees 
Mortgage  Loans   (with 

shares)  Repaid 
Mortgage   Loans   (without 

shares)    Repaid 
Stock  Loans  Repaid 
Money    Borrowed   from 

Banks 
Interest  on  Bank  Deposits 
Interest  on  Liberty  Bonds 
Rents  Received 
Full-Paid  Stock 
Sales  of  Liberty  Bonds 
Real  Estate 
Discount  Refunded 
Sundry   Receipts 


$     1,211.37 

318,299.94 

11,054.50 

143,800.00 

4.050.00 
50,950.00 

336,500.00 

442.98 

2,605.47 

871.72 

69,900.00 

61,932.06 

170.00 

84.15 

10.00 


$1,001,882.19 


$198,700.00 
50.091.71 

258,475.00 

7,800.00 

4,500.00 

48,600.00 

42,500.00 
366,000.00 


Payments 

Twenty-ninth   Series 

Matured 
Withdrawals  and   Interest 
Mortgage  Loans   (with 

shares) 
Mortgage  Loans   (without 

shares) 
Full-Paid  Stock  Canceled 
Stock  Loans 
Loans  Repaid  to  Stock- 
holders 
Loans  Repaid  to  Banks 
Interest  on  Borrowed  Money 

to   Stockholders  1,233.80 

Interest   on   Borrowed    Money, 

Banks  3,210.13 

Dividends  on  Full-Paid  Stock     2.072.16 
Expense  of  Operating  Real 

Estate 
Salaries  and  Legal  Expenses 
Books,  Stationery  and  Adver 

tising 
Dues.   Interest  and   Fines 

Refunded 
Mortgages  paid  on  833-35- 

37-39  Dudley  Avenue 
Cash  in   Banks.  June  30, 
1922 


953.28 
7,312.20 


1,938.60 

324.20 

6,800.00 

1,371.11 


$1,001,882.19 
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Balance  Sheet 


Assets 


Mortgage  Loans  (w 

ith 

shares) 

$1,200,650.00 

Mortgage   Loans    (withoul 

t 

shares) 

80,175.00 

Agreements  of  Sale 

39,350.00 

Stock  Loans 

111,000.00 

Dues,  Interest  and  Fines 

Delinquent 

10,863.94 

Real  Estate  Owned 

12,400.00 

Cash  in  Banks,  June 

30,  1< 

?22      1,371.11 

$1,455,810.05 

Liabilities 


$       72,300.00 


Full-Paid  Stock 
Dues  Received  from 

39,097^  Shares  1,017,948.00 

Prepaid   Dues  1,670.38 

Borrowed  Money  Due  Banks  34,500.00 
Borrowed  Money  Due 

Stockholders  2,000.00 

Net  Gain  June  30,  1922  327,391.67 


$1,455,810.05 


Share  Statement 


Series 

When 
Issued 
Numbers 

Paid  on 
Eaclj 
Share 

Gain  on 
Each 
Share 

Book 

Value  of 
Each 
Share 

Number  of 

Shares  in 

Each 

Scries 

Withdrawal 
Total          \  alue  of 
Dues            Each 
Received         Share 

30th 

3073-3364  July, 

1911 

$66.00 

$31.82 

$97.82 

1,986K 

$131,125.50 

$80.63 

31st 

3370-3687  July, 

1912 

60.00 

26.32 

86.32 

2.072^ 

124,335.00 

72.10 

32nd 

3716-4052  July, 

1913 

54.00 

21.34 

75.34 

2.140^ 

115.573.50 

63.81 

33rd 

4100-4371   July, 

1914 

48.00 

16.88 

64.88 

2,025^ 

97,236.00 

55.76 

34th 

4401-4694  July, 

1915 

42.00 

12.94 

54.94 

1,687^ 

70,864.50 

47.95 

35th 

4705-5059  July, 

1916 

36.00 

9.53 

45.53 

2,6673^ 

96,030.00 

40.38 

36th 

5079-5371  July, 

1917 

30.00 

6.63 

36.63 

3,031^ 

90,937.50 

33.05 

37th 

5391-5685  July, 

1918 

24.00 

4.26 

28.26 

2.631 

63,144.00 

25.96 

38th, 

5701-6094  July, 

1919 

18.00 

2.41 

20.41 

4,197^4 

75,550.50 

19.11 

39th 

6101-6426  Jan. 

1920 

15.00 

1.69 

16.69 

3,662 

54,930.00 

15.78 

40th 

6452-6775  July, 

1920 

12.00 

1.09 

13.09 

3,877^ 

46,530.00 

12.50 

41st 

6800-7015  Jan. 

1921 

9.00 

.62 

9.62 

2.383^ 

21,453.75 

9.29 

42nd 

7026-7316  July, 

1921 

6.00 

.28 

6.28 

3.344 

20,064.00 

6.13 

43rd 

7325-7524  Jan. 

1922 

3.00 

.08 

3.08 

3,39154 
39,097y4  $ 

10,173.75 

3.04 

1,017,948.00 

The  State  Capital  Savings  and  Loan  Association  of  Harrisburg 
is  the  largest  in  Pennsylvania.  Its  printed  annual  report  shown  here- 
with consists  of  the  balance  sheet  only,  accompanied  by  a  brief  report 
from  the  directors.  The  authorized  capital  is  $50,0(X),(XX)  with  213,036 
shares  in  force,  a  capitalization  of  $21,303,601.  Like  many  other  asso- 
ciations, it  is  audited  each  year  by  a  firm  of  certified  public  account- 
ants. 
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State  Capital  Savings  and  Loan  Association 
Statement  of  Condition 

December  30,  1922 


Assets 

Loans: 
On  First  Mortgages 
On  Our  Own  Stock 
Interest  Accrued 

Liberty  Bonds 
Interest   Accrued 

Office  Building 

Cash: 
In  Office 
In  Banks 


$8,704,237.70 

19,550.00 

7,367.94 

150,000.00 

799.47 

30,000.00 

5,000.00 
119,829.68 

$9,036,784.79 


Liabilities 
Dues  Paid: 

On  Instalment  Stock 

On  Loans 

Profits  Apportioned 


Full-Paid   Stock 
Contingent    Fund 
State  Tax,  1922 


$1,047,986.12 

1,229,066.19 

367,037.29 

$2,644,089.60 

6,280,000.00 

89,674.08 

23,021.11 


$9,036,784.79 


We  have  audited  the  books  and  accounts  of  the  State  Capital 
Savings  and  Loan  Association  of  Harrisburg,  Pa.,  and  hereby  certify 
that,  in  our  opinion,  the  above  statement  of  condition  correctly  reflects 
the  financial  position  of  the  Association  as  at  December  30,  1922. 
Tlarrisburg,  Pa.,  Name  of  auditors 

January  6,  1923  Certified  Public  Accountants. 

The  John  B.  Stetson  Building  and  Loan  Association  is  another 
large  Philadelphia  association,  consisting  mostly  of  employees  of  that 
well-known  hat  company.  For  several  years  it  has  been  the  practice 
of  the  Stetson  Company  each  Christmas  to  distribute  shares  to  its 
employees.  The  forty-second  annual  report  is  the  regular  Penn- 
sylvania form  consisting  of  cash  statement,  balance  sheet,  share  analy- 
sis, and  audit  certificate.  The  arrangement  of  the  liabilities  is  one 
followed  by  many  associations.  An  annual  audit  of  the  association 
is  made  by  a  firm  of  accountants.  Members  are  required  to  present 
their  pass  books  once  a  year  to  be  audited. 

Report  of  the  John  B.  Stetson  Buildinof  and  Loan  Association 

Cash  Statement 


Receipts 

Disbursements 

Balance  on  hand,  last 

Loans  on  Mortgages 

$419,250.00 

report 

$  33,966.87 

Loans  on  Stock 

75,150.00 

Dues  Received 

288,291.00 

Matured  Stock 

330.400.00 

Interest  Received 

102,389.98 

Withdrawn  Stock 

40,026.00 

Fines  Received 

772.43 

Withdrawn    Interest 

2.370.95 

Loans  Cancelled 

290.350.00 

Expense 

1,879.19 

Loans  to  Association 

220.000.00 

Paid  on  Account  of  Loans  to 

Sale  of  Liberty  Bonds 

60,092.50 

Association 

115.000.00 

Paid  Interest  on  Loans 

2.787.50 

Dues  Returned 

194.00 

Interest  Returned 

13.00 

Balance  in  Treasury:  (Banl^ 

k 

Balance) 

,   r:— 

8,792.14 

$995,862.78 

$995,862.78 
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Balance  Sheet 


Assets 

Liabilities 

Bond  and    Mortgage 

Shares    Scries 

Month 

Loans 

$1,593,925.00 

1470 

32 

132 

194,040.00 

Stock  Loans 

159,850.00 

1222 

33 

120 

146,640.00 

Unpaid  Dues 

4,683.00 

1332 

34 

108 

143,856.00 

Unpaid  Interest 

1.989.67 

939 

35 

96 

90,144.00 

Balance  in  Treasury 

8.792.14 

2026 

36 

84 

170,184.00 

1699 

37 

72 

122,328.00 

1793 

38 

60 

107,580.00 

2181 

39 

48 

104,688.00 

3922 

40 

36 

141,192.00 

2802 

41 

24 

67,248.00 

3138 

42 

12 

37,656.00 

Dues 

Paid  in 

Ad 

vance 

846.00 

Interest  Paid 

in 

Advance 

100.25 

Undivided  Profit 

s 

337,737.56 

Bills 

Payable 

105,000.00 

$1,769,239.81 

$1,769,239.81 

Share  Statement 


Shares 

Amount 

Profit 

Series 

Shares 

Borrowed 

Paid  per 

per 

Present 

Withdrawal 

Upon 

Share 

Share 

\'alne 

Value 

32 

1470 

3945^ 

$132.00 

$53.92 

$185.92 

$168.57 

33 

1222 

4UH 

120.00 

44.56 

164.56 

150.25 

34 

1332 

363 

108.00 

36.09 

144.09 

127.62 

35 

939 

230^ 

96.00 

28.52 

124.52 

111.52 

36 

2026 

882K 

84.00 

21.83 

105.83 

95.90 

37 

1699 

539^ 

72.00 

16.04 

88.04 

78.57 

38 

1793 

589^ 

60.00 

11.14 

71.14 

64.58 

39 

2181 

896M 

48.00 

7.13 

55.13 

50.94 

40 

3922 

1247^ 

36.00 

4.01 

40.01 

37.11 

41 

2802 

742 

24.00 

1.78 

25.78 

24.50 

42 

3138 

1248^ 

12.00 

.44 

12.44 

12.13 

22524  7547^ 


i 


ACCOUNTANCY. 


PART  5— DISTRIBUTION  OF  PROFITS 


15 


General  Explanation 

Profits  belong  to  the  members.  All  share  alike  in  any  one  series, 
so  that  the  profit  apportioned  to  a  series  divided  by  the  number  of 
shares  gives  the  profit  per  share.  Distribution  is  made  according  to 
the  age  and  amount  invested.  A  new  association  w^ith  only  one  series 
outstanding  may  determine  the  profit  per  share  by  dividing  the  total 
profits  by  the  number  of  shares,  but  if  two  or  more  series  have  been 
issued  the  division  becomes  more  complex.  The  value  of  a  member's 
account  at  any  time,  however,  is  composed  of  the  amount  paid  in  plus 
his  share  of  the  earnings.  The  term  ^'earnings"  as  herein  used  has 
reference  to  the  income  or  amount  earned,  while  "profits'"  repre- 
sent the  net  amount  remaining  after  deducting  expenses  and  other 
charges. 

Sometimes,  though  infrequently,  the  profits  belonging  to  members 
are  credited  to  their  individual  accounts.  Another  plan  is  to  have  a 
ledger  account  for  each  series  and  to  credit  it  with  instalments  paid 
in  and  its  portionof  the  profits.  The  ledger  account  for  each  series 
would  then  appear  about  as  follows: 


Series  No.  8 


Debit 


Shares  withdrawn 
Profits  withdrawn 
Balance 


Credit 

Instalments  first  year 
Profits  first  year 

Total  value 
Instalments   second  year 
Profits  second  year 

Total  value 


$39,384.00 
1,515.98 

$40,899.98 

59,884.00 

4,889.02 

$105,673.00 


The  illustration  presupposes  a  continuation  of  instalments  and  no 
withdrawals,  a  condition  which  seldom  obtains.  Cancellations  are 
always  taking  place  in  which  case  the  withdraw^ing  member  receives 
only  the  amount  due  him  under  the  by-laws,  consisting  of  the  dues 
paid  in  plus  a  portion  of  the  profits  or  else  a  given  rate  of  interest. 

The  credits  of  instalments  and  profits,  and  the  debits  of  with- 
drawals are  entered  to  the  account  as  indicated  above.  Under  this 
plan,  the  total  value  of  all  series  is  obtained  by  adding  the  several 
accounts.  In  Pennsylvania,  however,  the  distribution  of  series  is 
usually  made  in  the  reports  to  the  state  and  to  the  members,  but  not 
in  the  book  accounts.  All  of  the  profits  are  apjxjrtioned  each  time, 
usually  under  the  partnership  plan. 
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Most  Pennsylvania  associations  carry  the  aggregate  instalments 
in  one  ledger  account  and  the  aggregate  profits  in  another,  about  as 
follows : 


Instalments  Account 


Withdrawals 
Balance 


Instalments    first    year  $39,384.00 

Instalments  second  year  59,884.00 


The  profits  being  placed   in  a  separate  account   by  themselves, 
appear  as  follows : 


Profits  Accoant 


Balance 
Withdrawals 


Profits  first  year 
Profits  second  year 


$1,515.98 
4,889.02 


These  two  accounts  correspond  with  the  single  account  shown 
above.  A  separate  set  of  accounts  may  be  made  for  each  series,  though 
all  series  as  a  rule  are  together  in  one  account.  The  following  accounts 
of  dues  and  profits  are  taken  from  the  report  of  a  successful  Phila- 
delphia association : 


Dues  Aecmint 


Matured  35th  series 
Withdrawals  of  dues 
Balance  end  of  year 


$     90,906.00 

30,677.00 

718,587.00 

$840,170.00 


Balance  first  of  year 
Dues  during  year 
Arrearages,   etc. 


Balance 


$663,270.00 

174,376.25 

2,523.75 

$840,170.00 

$718,587.00 


Profits  .\»/«"<Hirit 


Matured  35th  series 
Withdrawals  of  profits 
Balance,  end  of  year 


$     39,894.00 

2.428.06 

176,452.35 

$218,774.41 


Balance    first   of  year 
Profits   for   year 


Balance 


$169,102.30 
49,672.11 


$218,774.41 
$176,452.35 
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Averaging  Monthly  Instalments 

There  are  several  methods  of  distributing  profits  but  in  all  of 
them  the  average  investment  period  of  the  instalments  is  used.  This 
can  best  be  illustrated  by  means  of  an  example. 

Example  1. — If  $1  is  paid  monthly  in  advance  for  12  months  on 
a  share  of  stock,  what  is  the  average  time  of  investment?  At  6  per 
cent.,  what  is  the  amount  of  interest  earned  thereon? 

Answ^er  1. — The  average  time  is  6>^  months,  and  the  interest  39 
cents.  The  average  time  can  be  determined  by  stating  the  number  of 
months  each  dollar  has  been  invested.  For  example,  the  first  dollar 
has  been  invested  for  12  months,  the  next  for  11  months,  the  next 
for  10,  and  so  on  down  to  the  last  which  has  been  invested  for  one 
month.  All  of  these  added  together  give  a  total  of  78  months  (12-(-ll 
-f-10-t-9H-8-}-7+6-|-5-|-4-|-3-|-2-hl=78),  indicating  an  investment  of 
one  dollar  for  78  months,  or  the  equivalent  of  $12  invested  for  an 
average  of  6>4  months  (78-^12=6>4).  The  sum  of  the  tw-o  extremes 
(12  and  1==13)  divided  by  2  gives  the  same  result,  6>2  months.  That 
is,  the  number  of  months  for  the  oldest  shares  plus  one  for  the 
youngest  divided  by  two  gives  the  average  number  of  months  in- 
vested. To  reduce  the  average  to  a  yearly  basis  divide  it  by  12,  twelve 
months  to  a  year. 

The  average  interest  can  be  determined  by  taking  each  dollar 
separately  for  the  time  invested  and  adding  all  the  results  together;  or 
by  determining  the  average  time  of  investment  for  all  and  computing 
the  interest  thereon,  as  explained  above.  The  interest  for  example 
on  $12  for  an  average  of  6^  months  is  39  cents.  For  a  full  year  the 
interest  is  72  cents  ($12X-06)  while  for  6j/2  months  it  is  in  like  pro- 
portion. 

A  proof  of  the  result  just  explained  may  be  obtained  by  taking 
each  dollar  separately,  as  follows : 


Interest  on  $1.00  for   12  months  at  6%  is  6.0  cents 


11 

5.5 

10 

5.0 

9 

4.5 

8 

4.0 

7 

3.5 

6 

3.0 

5 

2.5 

4 

2.0 

3 

1.5 

2 

1.0 

1 

.5 

Total 


78 


39.0 
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The  method  of  averaging  payments  and  the  application  of  same  to 
the  division  of  profits  are  explained  in  the  following  examples. 

Example  2. — The  tabulation  shows  an  association  having  five 
yearly  series  with  100,  200.  300,  250  and  400  shares  repectively,  and 
a  net  profit  of  $2,940  to  be  divided.  The  profits  are  divided  according 
to  the  above  plan. 


(0 

Series 

(2) 

Paid 

in   per 

Share 

(3) 

Total 

Shares 

(4) 
Paid 
in  per 
Series 

(5) 

Average 
Numl>er 
Months 

(6) 

Total 

for  One 

Month 

(7) 
Profit 

for 
Series 

1 

$60 

100 

$6,000 

30.5 

$,183,000 

$742.92 

2 

48 

200 

9,600 

24.5 

235.200 

954.83 

3 

36 

300 

10,800 

18.5 

199,800 

811.12 

4 

24 

250 

6,000 

12.5 

75,000 

304.47 

5 

12 

400 

4,800 

6.5 

31,200 

126.66 

Total 


1250 


$37,200 


$724,200 


$2,940.00 


Column  5  shows  the  average  number  of  months  for  which  the 
series  have  been  invested,  and  column  4  the  total  dues  paid  in  on 
each. 

Column  4  multiplied  by  coUnun  5  gives  the  amounts  in  column 
6  with  a  total  of  $724,200  which  indicates  the  numl)er  of  dollars  in- 
vested for  one  month.  Then  $724,200  divided  by  12  (the  number  of 
months  in  a  year)  gives  $60,350.  the  amount  of  invested  capital  for 
one  year,  which  in  turn  divided  into  the  profit  ($2,940-^$60,350)  gives 
4.8716  per  cent,  as  the  rate  of  profit  for  the  shares.  Now  then,  reduce 
each  series  to  a  yearly  basis  and  apply  the  rate  of  earnings  to  obtain 
the  amount  per  series — for  example: 

In  the  oldest  series.  $6,000  has  been  invested  for  an  average  of 
30/2  months  or  the  equivalent  of  $183,000  for  one  month  ;  or  the  equi- 
valent of  $15,250  ($183,000-^12)  for  one  year.  Then  $15,250  for  one 
year  at  4.8716  per  cent,  gives  $742.92  for  the  series.  Another  column 
might  be  constructed  between  columns  6  and  7  showing  the  yearly 
investment  per  series,  giving  $15,250.  $19,600.  $16,650,  $6,250  and 
$2,600,  each  of  which  in  turn  multiplied  by  the  4.8716  per  cent,  earning 
rate  will  give  the  result  shown  in  column  7.  This  plan  will  work 
regardless  of  whether  the  series  are  issued  in  even  or  uneven  periods. 

The  same  results  can  be  obtained  without  reducing  the  series  to 
yearly  bases  by  using  only  the  monthly  products  and  the  earnings. 
For  example.  $724,200  divided  into  $2,940  give  an  earning  ratio  of 
4.05965  per  cent,  and  for  the  oldest  series  $183,000x4.05965  give 
$742.92,  as  stated  above.    The  other  series  treated  in  like  manner  will 
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gfive  the  same  results.    The  relation  of  each  series  to  the  total  is  of 

183  000 
course  shown  in  column  6.     The  profit  for  the  first  series  is  ^^.'  ^^ 

^SS  ^00 
of  $2,940,  or  $742.92;  for  the  next  i^r^  of  $2,940,  or  $954.83,  and 

so  on.    The  plan  used  above  is  known  as  the  **compound-partnership 
plan." 


Half-time  Averages 

l^^or  convenience  the  plan  of  averaging  shown  in  example  1  is 
simplified  by  using  an  even  half-time. 

For  twelve  monthly  payments  the  average  time  is  usually  taken 
to  be  an  even  six  months  instead  of  six  and  one-half.  This  method 
holds  good  also  in  averaging  payments  over  a  term  of  years,  using 
the  months  as  a  basis.  Payments  over  a  period  of  60  months,  for 
example,  have  an  average  of  30j/2  on  the  above  plan,  but  30  under 
this ;  for  48  months  the  average  is  24.  for  36  months  it  is  18.  and 
so  on. 

Under  this  method  of  averaging  the  result  in  example  1  would  be 
36  cents  instead  of  39,  and  while  the  39  is  undoubtedly  correct,  ex- 
])erience  has  shown  that  in  the  end  no  hardship  is  incurred  by  using 
the  simpler  plan  for  averaging  purposes.  This  principle  and  the  use 
of  earning  powers  are  exemplified  below. 


Earning  Powers  Explained 

Inasmuch  as  the  series  are  uniform  as  to  time,  a  basis  of  com- 
parison for  the  various  years  is  obtained,  since  there  is  an  exact  ratio 
maintained  in  the  relation  of  one  series  to  another.  This  uniform 
basis  is  used  in  apportioning  the  profits  to  the  different  series. 

Referring  to  example  2,  the  $12  representing  the  first  year's  in- 
stalments on  the  youngest  series  may  be  taken  as  the  base.  Give  it 
an  earning  power  of  1,  the  next  series  an  earning  power  of  4  (twice 
the  time  and  twice  the  number  of  payments.  2yc2).  the  next  ^n  earn- 
ing powTr  of  9  (thrice  the  time  and  thrice  the  payments,  3x3),  and 
so  on.  Assuming  that  $12  for  the  first  series  has  an  earning  power  of 
1,  then  it  follows  that  $24  has  an  earning  power  of  4,  $36  an  earning 
power  of  9.  $48  an  earning  power  of  16,  and  $60  an  earning  power  of 
25,  increasing  in  like  progression  as  the  years  advance.  The  earning 
powers  for  the  first  ten  years  or  annuitv  periods  are  1 .  4,  9,  16,  25,  36, 
49,  64,  81  and  100. 
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Exam/pie  3. — If  a  new  series  is  started  at  the  beginning  of  each 
year  for  five  years,  show  the  amount  of  payments  per  share  in  each 
series,  as  well  as  the  average  time  and  the  earning  power  of  each.  Use 
the  half-time  averaging  method. 

Answer  3. — As  explained  above,  the  earning  powers  increase  in  a 
uniform  ratio.  The  earning  powers  may  be  obtained  as  foUow^s,  using 
the  lowest  common  denominator  of  the  monthly  totals  of  the  different 
series : 


Series 

Payments 

Average 
Time 

Product 

for  One 

Month 

Divide 
by 

Earning 
Towers 

1 

60 

X 

30 

1800 

— 

72 

— 

25 

2 

48 

X 

24 

_ 

1152 

— 

72 

16 

3 

36 

X 

18 

648 

— 

72 

— 

9 

4 

24 

X 

12 

288 

— 

72 

4 

5 

12 

X 

6 

72 

— 

72 

1 

We  see  that  $60  invested  in  the  first  series  during  five  years,  or 
for  an  average  of  30  months,  is  equivalent  to  $1,800  for  one  month. 
All  of  the  series  are  in  like  manner  reduced  to  an  average  monthly 
basis  and  then  reduced  to  their  lowest  terms  as  represented  by  the 
earning  powers  shown  in  the  last  column.  The  lowest  common  de- 
nominator of  the  monthly  products  in  column  4  is  12,  used  for  arriving 
at  the  earning  powers  if  so  desired.  The  smallest  amount  in  that 
column  is  used  as  the  denominator.  The  investment  of  $12  for  an 
average  of  six  months  in  the  fifth  series  is  equivalent  to  %72  for  one 
month ;  in  the  fourth  series  the  investment  of  $24  for  12  months  is 
equivalent  to  $288  for  one  month,  and  so  on  up  the  line  for  all  the 
series.  These  results  divided  by  72,  the  least  common  denominator, 
give  the  earning  powers  or  proportions. 

The  above  is  based  on  one  share  per  series,  but  regardless  of  the 
number  of  shares  the  earning  power  per  series  is  multiplied  by  the 
number  of  shares  therein  to  arrive  at  the  estimated  share  progress. 
This  is  shown  in  the  following  example. 


Pr  ;t!{-    \pportioned  to  Series 

The  following  simple  example  illustrates  the  method  of  dividing 
profits  to  yearly  series. 

Example  4. — Assuming  the  five  series  in  example  3  to  have  a  total 
of  100,  200,  300,  250  and  400  shares  respectively,  and  profits  aggregat- 
ing $2,940,  give  the  amount  of  profit  belonging  to  each. 

A!-^ver  4. — The  instalments  must  all  be  reduced  to  a  common 
moiiLniy  basis,  and  the  profits  apportioned  accordingly,  using  the 
earning  powers  already  obtained : 
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Series 

Shares 

Earning 
PoNvers 

1 

100 

X 

25 

2 

200 

X 

16 

3 

300 

X 

9 

4 

250 

X 

4 

5 

400 

X 

1 

Products 

Profits 

2,500 

$750 

3,200 

960 

2,700 

810 

1,000 

300 

400 

120 

Totals 


9,800 


$2,940 


Each  series  shares  in  the  $2,940  according  to  the  relation  its  prod- 
net  figure  bears  to  the  total  products.     The  first  series  gets 


3200 


9800 


of  $2,940,  or  $750 ;  the  second  ^^  of  $2,940,  or  $960,  and  the  others 

in  like  proportion.  Or  to  make  the  calculation  easier,  $2,940-4-9,800 
gives  30  cents  per  share  for  one  month,  which  multiplied  by  the  prod- 
uct for  each  series  gives  the  profit  for  the  series;  or,  the  earning 
power  multipled  by  30  cents  gives  the  profit  per  share,  which  in  turn 
multiplied  by  the  number  of  shares  gives  the  total  profit  for  the  series. 
Perhaps  this  can  be  better  expressed  in  the  following  summary : 


Profit 


Earning 
Power 

Share 
Unit 

25 

X 

30 

16 

X 

30 

9 

X 

30 

4 

X 

30 

1 

X 

30 

per 
Share 

Total 
Shares 

$7.50 

X 

100 

4.80 

X 

200 

2.70 

X 

300 

1.20 

X 

250 

.30 

X 

400 

Total  profits  apportioned 


Profit 

for 
Series 

$750 
960 
810 
300 
120 

$2,940 


The  method  of  apportioning  profits  used  in  the  preceding  ex- 
amples is  know^n  as  the  "partnership  plan"  and  is  considered  the  most 
equitable  by  the  Pennsylvania  courts.  It  divides  profits  in  proportion 
to  the  earning  capacity  of  the  series. 


Half- Yearly  Series 

The  preceding  examples  are  based  on  the  yearly  plan.  Half  yearly 
series  are  handled  in  like  manner  except  that  the  earning  powers  are 
twice  as  many  in  number;  two  powers  being  required  for  each  year 
in  place  of  one. 
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Example  5. — Using  Example  4  as  a  basis  and  dividing-  it  into  half- 
yearly  series  instead  of  yearly,  with  the  shares  for  each  year  equally 
divided,  the  following  results  are  obtained : 


Half- Yearly  Division  of  Profits 


Series 

Shares 

Powers 

Profits 

Product 

1 

50 

100 

5,000 

$437.17 

2 

50 

81 

4,050 

354.11 

3 

100 

64 

6,400 

559.58 

4 

100 

49 

4,900 

428.43 

5 

150 

36 

5,400 

472.15 

6 

150 

25 

3.750 

327.88 

7 

125 

16 

2,000 

174.87 

8 

125 

9 

1.125 

98.36 

9 

200 

4 

800 

69.95 

10 

200 

1 

200 

17.49 

Totals 


33,625 


$2,939.99 


The  profits  amount  to  $2,940  and  must  be  divided  in  proportion  to 

S  000 
the  products  of  the  series.    The  first  series  receives  j^-^  of  $2,940, 

or  $437.17.    The  work  may  be  reduced  by  using  the  decimal  or  monthly 

2  940 
rate  per   share    ttt^    gives   .087435   per  month.      Then  .087435   by 

5,000  gives  $437.17  r!087435  by  4,050  gives  $354.11.  and  so  on.  The 
profits  distributed  amount  to  $2,939.99.  leaving  1  cent  over  as  a  result 
of  the  decimal  places,  a  condition  that  nearly  always  occurs  under  this 
plan  of  apportionment.  The  1  cent  may  be  either  added  to  one  of  the 
series  or  carried  as  undivided  profits. 


Quarteriy  Series 

Quarterly  series  are  not  unusual.  The  frecpicncy  of  the  series 
how^ever  does  not  change  the  manner  of  api)ortioning  profits.  The 
earning  powers  follow  the  same  progression  except  that  there  arc  four 
times  as  many  needed  as  in  the  yearly  series,  and  twice  as  many  as  in 
the  half  vearly. 

Example  6. — The  following  exhibit  showing  the  gain  per  share 
and  division  of  profits  is  taken  from  the  first  year's  report  of  a  Phila- 
delphia association  that  issues  quarterly  series. 

The  number  of  shares  in  each  series  multiplied  by  the  profit  per 
share  gives  the  profit  per  series.  The  net  profit  i)f  $397.90  is  all  appor- 
tioned except  $1.29.  The  same  association  is  used  in  example  7  with 
the  single  and  double  shares  illustrated. 


i 

f 
I 


I 
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:ries 

Shares 

Share 
Payments 

Paid  on 
Series 

Gain  per 
Share 

Gain  per 
Series 

1 

2 
3 
4 

535 
190 
424 

my2 

$12 
9 
6 
3 

$6,420.00 

1,710.00 

2,544.00 

580.50 

.52 
.30 
.13 
.03^ 

rofits 

$278.20 

57.00 

55.12 

6.29 

\M2y2 

$11,254.50 
Undivided  p 

$396.61 
1.29 

Total 


$397.90 


Double-Payment  Shares 

Double-payment  shares  or  double  shares  are  becoming  popular. 
They  are  no  diflferent  from  the  single-payment  shares,  except  that 
the  monthly  payments  are  double  the  amount  per  share.  The  pay- 
ments being  greater  the  profits  must  also  be  greater,  with  the  result 
that  they  mature  in  a  much  shorter  time.  In  Pennsylvania  the  time 
is  about  6>4  years  for  double  shares  and  about  11^  for  single.  En- 
trance fees  on  the  double  shares  are  usually  twice  that  of  the 
single. 

When  the  two  classes  of  shares  are  used  the  single  is  designated 
by  some  distinguishing  letter,  as  class  S  or  A,  and  the  double  as  class 
D  or  AA.  The  apportionment  of  profits  to  double  shares  is  the  same 
as  to  the  single,  excepting  that  it  is  double  the  amount  per  share. 

Example  7. — In  order  to  illustrate  the  double  and  single  payment 
plans,  the  following  statements  of  the  West  Pine  Building  and  Loan 
Association  are  used.  The  profit  per  share  on  the  double  is  twice 
that  of  the  single.     Example  6  above  shows  the  same  statement  re- 


duced to  single  shares. 


First  Annual  Report 


Receipts 

Dues 

Interest 
Premiums 
Entrance   Fees 
Borrowed  Money 
Interest  on   Deposits 

$11,285.25 

270.00 

52.63 

335.63 

8,000.00 

7.01 

Disbursements 

Mortgage    Loans 

Organization  Expenses 

General   Expense 

Salaries 

Borrowed  Money  Repaid 

Interest  on   Borrowed   Mone 

Balance  in  Treasury 

$12,500.00 

266.58 

95.25 

150.00 

6.800.00 

y        57.96 

80.73 

$19,950.52 
$12,500.00 

241.75 

239.92 
80.73 

$19,950.52 

Assets 

Mortgage  Loans 
Delinquent   Dues         $179.25 
Delinquent  Interest        50.00 
Delinquent   Premiums    12.50 

Liabilities 

Dues  on  559  Double  Shares 
Dues  on  224^  Single  Shares 
Borrowed  Money 
Advance   Payments,  Dues 
Estimated  Profits 

$9,561.00 

i     1,693.50 

1.200.00 

210.00 

397.90 

Organization    Expense,   90% 

of   Cost 
Balance  in  Treasury 

$13,062.40 

$13,062.40 
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Distribution  of  Profits 


Amount 

Amount 

Gain 

Value 

Value 

cries 

Double 

Paid  per 

Paid  per 

per 

of  Kach 

of   Each 

Shares 

Share 

Series 

Share 

Share 

Series 

1 

232KD 

$24. 

$5,580.00 

$1.04 

$25.04 

$5,821.80 

1 

70     S 

12. 

840.00 

.52 

12.52 

876.40 

2 

77J^D 

18. 

1,395.00 

.60 

18.60 

1,441.50 

2 

35     S 

9. 

315.00 

.30 

9.30 

325.50 

3 

182     D 

12. 

2,184.00 

.26 

12.26 

2,231.32 

3 

60     S 

6. 

360.00 

.13 

6.13 

367.80 

4 

67     D 

6. 

402.00 

.O6/2 

6.061/2 

406.36 

4 

591/2S 

3. 

178.50 

.03x4 

3.03J4 

180.43 

559    D 

$11,254.50 

$11,651.11 

224/2S 

Undivided 
Total 

profits 

1.29 

$11,652.40 

To  apportion  profits  when  two  classes  of  stock  are  used,  reduce 
everything  to  single  shares  then  proceed  as  already  explained. 

Using  the  same  report  and  applying  the  method  of  dividing  profits 
to  single  and  double  shares  used  in  example  2  (on  the  half-time  plan), 
the  same  results  are  obtained. 


Half 

Gain 

>eries 

Months 

Shares 

Stock 

Number 

Working 

per 

Value 

Months 

l'*orce 

Share 

IS 

12 

70 

$840.00 

6 

5,040 

$0.52 

ID 

12 

232y2 

5,580.00 

6 

33,480 

1.04 

2S 

9 

35 

315.00 

4/2 

1,417.5 

.30 

2D 

9 

nV2 

1,395.00 

AV2 

6,277.5 

.60 

3S 

6 

60 

360.00 

3 

1,080 

.13 

3D 

6 

182 

2,184.00 

3 

6,552 

.26 

4S 

3 

59/2 

178.50 

\V^ 

267.75 

.03J4 

4D 

3 

67 

402.00 

VA 

603 

.O6/2 

$11,254.50 

54,717.75 

The  fifth  column  containing  half  the  number  of  months  each 
series  has  run,  multiplied  by  the  value  of  each  series  gives  the  pro- 
portional working  force  stated  in  the  sixth  column.  The  $397.90 
profits  divided  by  the  54,717.75  aggregate  working  force  gives  the 
unit  basis  of  .007272.  Now  then,  using  the  youngest  single  series  as 
a  basis,  multiply  its  age  in  months  by  its  half-month  figure  by  the 
unit  decimal  to  get  the  gain  of  3j4  cents  per  share — 3Xl><=4>4X 
.007272=. 03 >i  cents  gain  per  share.  The  double  shares  in  the  same 
series  has  a  gain  per  share  of  double  this  amount,  or  6J/2  cents.  Fol- 
lowing out  the  earning  unit  progression,  the  gain  for  the  additional 
single\<eries  is  .03^X4=13;  .03^  X9=.29>4,  taken  as  .30;  .03^X16 
=  .52.  To  get  the  gain  on  the  double  shares  simply  double  the  results 
given,  for  example— 3^4x2=6/2  ;  13X2=26;  30x2=60;  52x2=$1.04. 

Or  if  desired,  the  calculation  may  be  continued  as  used  in  the 
preceding  paragraph  for  the  youngest  single  series.  For  the  third 
series,  6x3X-0b7272=.13.  which  amount  doubled  gives  the  .26.  For 
the  second  series,  9X4>4X.007272=.2945,  taken  as  .30,  and  doubled 
gives  60.  For  the  first  series  12X6X-007272=.52,  and  doubled  gives 
$1.04. 
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Yearly  Rate  of  Profit 

The  net  profit  of  $397.90  in  the  above  association  w^as  earned  on 
the  total  of  $11,254.50  of  dues  paid  in,  which  is  at  the  rate  of  8.7  per 
cent,  per  annum  on  the  average  investment. 

To  determine  the  average  investment  and  rate,  proceed  as  fol- 
lows : 


ries 

Amount 
Paid 

Average 
Months 

Equivalent 

for  One 

Month 

1 

2 
3 

4 

$6,420.00 

1,710.00 

2,544.00 

580.50 

6 

4/2 

3 

1/2 

$38,520.00 

7,695.00 

7,632.00 

870.75 

tals 

$11,254.50 

$54,817.75 

This  means  that  one  dollar  has  been  invested  for  54,717^  months, 
or  that  $54,717.75  have  been  invested  for  one  month.  This  amount 
divided  by  12  (12  months  per  year)  gives  a  yearly  investment  of 
$4,559.81,  which  divided  into  $397.90  gives  8.73  per  cent,  as  the  annual 
rate  of  profit. 

Quarterly  and  Half- Yearly  Series 

An  association  may  start  out  with  quarterly  series  and  later  decide 
to  issue  them  only  half-yearly,  or  vice  versa,  or  even  other  variations 
might  be  introduced.  In  that  event  the  series  may  all  be  reduced  to 
the  same  denomination  as  a  basis  for  apportioning  the  profits,  all  to  a 
quarterly  basis  or  all  to  the  half  yearly,  as  exemplified  in  example  6. 
The  plan  illustrated  in  examples  2  and  7,  however,  seems  to  be  better 
adapted  to  unevenly  issued  series,  since  the  average  time  of  each  series 
is  taken  by  itself. 

Dexter's  Rule  for  Apportioning  Profits 

In  the  above  examples  all  of  the  profits  have  been  used  in  each 
apportionment.  Let  us  now  take  each  year's  profits  separately.  The 
following  illustration  under  Judge  Dexter's  plan  was  used  some  years 
ago  in  a  government  bulletin. 

Example  8. — At  the  end  of  the  third  year  the  series  of  a  building 
and  loan  association  stood  as  follows : 


Series 
1 

2 

3 


Months 

36 
24 
12 


Shares 

500 
600 
400 


Value 

per   Share 

$38.87 
25.27 
12.32 


Total  \'alue 
$19,435 

15,162 
4,928    • 


Totals 


1.500 


$39,525 


The  capital  investment  at  the  beginning  of  the  fourth  year  is  seen 
to  be  $39,525,  during  which  year  another  series  of  500  shares  was 
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issued.  If  the  profits  for  the  fourth  year  are  $3,000  and  the  total 
profits  amount  to  $5,325,  give  the  value  of  each  series  at  the  end  of  the 
fourth  year.     The  rule  and  analysis  are  as  follows : 

Rule  — For  apportioning  each  year's  profits  separately. 

1.  To  the  value  of  all  the  shares  in  force  as  declared  by  the  last 
report,  add  the  equated  amount  of  dues  paid  in  during  the  term. 

2.  Divide  the  profits  for  the  term  by  this  sum,  for  the  rate  per 
cent,  of  profit. 

3.  Multiply  each  share's  investment  by  the  rate  per  cent,  of 
profit,  to  find  the  gain  on  one  share. 


Illustration 


($38.87   -f  $6.50,  equated  dues),  X  500  = 

($25.27    +   $6.50,  equated  dues),  X  600   = 

($12.32   +   $6,50,  equated  dues).  X  400   = 

$6.50,  equated  dues,  X  500   = 


$22,685,  dividend  bearing  capital  of  1st  series. 
$19,062,  dividend  bearing  capital  of  2d  series. 
$  7,528,  dividend  bearing  capital  of  3d  series. 
$  3,250.  dividend  bearing  capital  of  4th  series. 


$52,525,  dividend  bearing  capi^al  of  all  series. 
$3,000,   the  profits  for  the   term,    -^    $52,525    =    5.7115,   the   rate   per   cent  of   profit. 
($38.87    +   $6.50)    X    .057115    =   $2.59,  profit  of  a  share  of  the  first  series. 
($25.27   -f  $6.50)    X    .057115    =   $1.81.    profit    of    a    share    of   the    second   series. 
($12.32   +   $6.50)    X    .057115   =   $1.07,  profit  of  a  share  of  the  third  series. 
$6.50      X    .057115    =   $0.37,  profit  of  a  share  of  the  fourth  series. 
$38  87   +  $12   +  $2.59   =   $53.46,  value  of  a  share  of  the  first  series. 
$25.27    +   $12    -f   $1.81    =   $39.08,  value  of  a  share  of  the  second  series. 
$12.32   4-   $12   +   $1.07   =   $25.39,  value  of  a  share  of  the  third  series. 
$12   +  $0.37   =   $12.37,  value  of  a  share  of  the  fourth  series. 
$6.00,  profits  imdivided." 
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Loans  are  made  on  first  and  second  mortgages  and  on  the  stock  of 
the  association,  and  are  known  respectively  as  "mortgage  loans"  and 
"stock  loans."  The  money  is  loaned  to  members  only,  so  that  to 
receive  an  advance  from  an  association  means  that  the  person  must 
first  become  a  member.  Temporary  loans  are  sometimes  made  to  other 
building  and  loan  associations.  The  amount  of  the  loan,  the  purpose 
for  which  it  is  borrowed,  the  sufficiency  of  the  security,  the  habits  and 
trustworthiness  of  the  borrower,  the  number  of  shares  carried,  and 
his  ability  to  keep  up  the  instalments,  are  matters  to  be  considered  by 
the  directors  in  connection  with  each  application  for  money.  Each 
case  must  be  weighed  on  its  ow^n  merits. 


Terms  of  the  Loan,  Repayment 

Some  associations  loan  on  first  mortgages  only  while  the  majority 
accept  both  first  and  second.  A  second  mortgage  is  called  a  secondary 
lien  and  the  first  a  prior  lien  or  underlying  claim.  The  association 
accepting  a  second  mortgage  must  as  a  protection  to  itself  see  that  the 
interest  payments  and  other  obligations  connected  with  the  underly- 
ing claim  are  kept  strictly  up  to  date.  To  obviate  this  difficulty 
"split  mortgages"  have  been  sanctioned,  under  which  the  association 
holds  both  the  first  and  second  mortgage  on  the  property  of  the 
borrower.  In  that  case  all  payments  of  interest,  etc.,  are  made  direct 
to  the  association,  though  only  the  second  mortgage  is  liquidated  by 
monthly  payments. 

In  any  case  w'hether  under  a  first  or  second  mortgage,  a  safe 
margin  of  security  is  required,  the  loan  ranging  anywhere  from  50  per 
cent,  up  to  80  per  cent,  or  even  90  per  cent,  or  more  of  the  property 
valuation.  Stock  loans  are  made  to  within  90  per  cent,  or  more  of  the 
withdrawal  value  of  the  stock. 


The  Premium 

(^A  premium  is  usually  required  in  addition  to  the  regular  interest 
charges,  especially  in  the  case  of  second  mortgages,  the  rate  depending 
on  the  value  of  the  property  or  on  the  supply  of  available  funds.  The 
amounts  vary  from  5  cents  to  25  cents  per  share  per  month  on  second 
mortgages,  though  some  associations  do  not  charge  any.^  First  mort- 
gages usually  pay  a  lower  rate  than  the  second,  ranging  from,  nothing 
up  to  as  high  as  15  cents  per  share.  /Stock  loans  frequently  pay  a  pre- 
mium also  of  5  or  10  cents  per  share.]  In  Pennsylvania  the  rate  of  in- 
terest is  limited  to  6  per  cent ;  but  as  a  matter  of  safety,  building  and 
loan  associations  are  permitted  by  law  to  charge  a  premium  in  addi- 
tion to  the  regular  interest.  This  is  manifestly  in  excess  of  the  legal 
rate  otherwise  required,  but  of  course  fully  within  the  law.  A  member 
desiring  a  loan  of  $2,000  on  a  6  per  cent,  second  mortgage,  with  a  pre- 
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mium  of  10  cents  per  share,  would  be  required  to  carry  10  shares  of 
stock  and  pay  monthly  instalments  as  follows: 


\ 


0 


Dues  on   10  shares   of  stock 
Interest  6%   on  the   loan,  one   month 
Premium  on   10  shares,  10c  per  month 

Total  monthly  payment 


$10.00  per  month 

10.00  per  month 

1.00  per  month 

$21.00 


A  larger  or  smaller  loan  would  require  monthly  instalments  in 
the  same  proportion. 

The  dues  and  interest  are  usually  alike,  but  the  amount  of  the 
premium  depends  on  the  rate  charged.  Associations  that  charge  no 
premiums  on  loans  usually  levy  twice  a  year  a  fee  of  10  cents  or  more 
on  every  share  of  stock,  to  meet  the  expenses  of  the  association.  The 
burden  of  meeting  the  running  expenses  of  the  association  is  therefore 
placed  on  the  shouders  of  all,  in  proportion  to  their  holdings,  instead 
of  on  the  borrowing  members  exclusively. 

The  repayment  of  loans  is  made  entirely  by  monthly  instalments 
as  in  the  above  example  and  when  the  shares  are  paid  up  to  $200  each 
the  stock  is  matured  and  the  loan  canceled.  The  mortgage  is  then 
satisfied  of  record  and  all  securities  returned  to  the  borrower.  The 
loan  may  be  repaid  as  a  rule  at  any  time  in  advance  of  maturity  at 
the  option  of  the  borrower,  either  by  canceling  his  shares  and  apply- 
ing the  withdrawal  value  in  part-payment  of  the  loan,  or  by  paying 
the  loan  off  separately  and  continuing  his  shares  until  maturity. 

Stock    i.nari'^ 

(  A  stock  loan  is  one  that  is  secured  by  stock  in  the  association.! 
The  n-^embcr  owning  10  shares,  having  a  withdrawal  value  of  $500, 
may  borrow  $450  or  more  thereon,  and  may  repay  the  same  if  desired 
in  monthly  instalments  including  interest  and  premium.  In  stock 
loans  a  note  is  given  by  the  borrower  and  his  stock  assigned  to  the 
association. 

-  kirenerally  the  stock  loan  is  more  or  less  of  a  temporary  nature, 
and  after  running  for  a  brief  time  is  usually  paid  back  in  full.  In 
that  case  the  monthly  instalments  include  interest  and  premium,  but 
no  principal., 

rrocediirt*  in   Making  the  Loan 

The   following  steps   are  usually   taken   in   making  a  mortgage 
loan : 

1.  The  borrower  must  be  a  member  of  the  association  or  become 
one  when  the  loan  is  made. 

2.  Application  for  the  loan  is  made  on  a  regular  blank  form  used 
by  the  association  for  that  purpose. 
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3.  The  application  must  state  the  amount  desired,  premium  bid, 
location  of  the  property,  object  of  the  loan,  size  of  the  lot,  description, 
purchase  price,  by  whom  occupied,  estimated  value,  stated  value, 
monthly  rental  value,  assessed  value,  and  other  incumbrances  if 
any. 

4.  This  application  is  then  referred  to  the  property  committee 
with  the  request  to  inspect  the  property. 

5.  The  committee's  report  being  favorable,  the  matter  then  comes 
before  the  board  of  directors  for  action.  If  accepted  a  full  record 
thereof  is  placed  on  the  minutes. 

6.  The  secretary  then  certifies  to  the  solicitor  that  the  directors 
have  acted  favorably,  and  he  in  turn  asks  the  applicant  to  bring  the 
necessary  papers,  procure  title  and  fire  insurance,  and  complete  all  of 
the  necessary  legal  requirements. 

7.  The  bond  and  warrant  and  all  papers  pertaining  thereto  in- 
cluding the  mortgage  and  applications,  after  beiiig*  executed,  recorded, 
etc.,  are  filed  with  the  treasurer  of  the  association. 

8.  Everything  having  been  provided  for,  an  order  for  payment  is 
made  on  the  treasurer  who  in  turn  issues  the  required  check  bearing 
the  signature  of  himself  and  the  president  or  vice-president. 

9.  A  full  record  of  the  loan  is  required  in  the  loan  register.  En- 
try is  made  also  in  the  members'  ledger. 


Bond  and  Mortgage 

For  every  mortgage  loan  the  borrower  executes  a  ''bond  and 
mortgage,"  the  bond  being  the  principal  obligation  while  the  mort- 
gage is  always  placed  on  record  in  the  office  of  the  county  recorder 
though  the  bond  may  not  be  recorded  except  in  the  event  of  default 
of  payment. 

Associations  usually  have  printed  forms  of  mortgages  for  their 
own  use,  the  phraseology  of  which  is  peculiar  to  loans  of  this  kind. 
The  requirements  are  peculiar  to  building  association  activities.  The 
"straight  mortgage"  is  the  usual  or  ordinary  kind  given  by  an  indi- 
vidual or  corporation,  while  the  one  used  by  associations  contains  the 
various  stipulations  peculiar  thereto  and  permitting  instalment  pay- 
ments, premiums  and  fines,  and  so  forth. 

In  the  event  of  default  in  payment  of  dues,  interest,  premiums  and 
fines,  for  the  time  stipulated  in  the  mortgage,  the  entire  debt  usually 
becomes  due  and  proceedings  enforced  in  the  prescribed  manner. 
The  by-laws  of  the  association  usually  stipulate  the  terms  precedent 
to  foreclosure,  and  these  in  turn  are  also  incorporated  in  the  mortgage. 
Federal  and  state  documentary  stamps  are  required  as  a  rule  on  legal 
documents. 
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PART  7— BOOKKEEPING  RECORDS 

The  books  of  a  biiildiiio-  and  loan  association  need  not  be  many 
or  elaborate.  The  fewer  and  simpler  thev  are  the  better,  provided 
they  supply  m  chronological  order  the  necessary  facts.  They  should 
he  kept  strictly  up  to  date  and  accurate.  Careless  work  should  not  be 
tolerated.  1  he  directors  should  see  that  the  books  are  adequate  for 
the  association  s  needs  and  that  complete  records  are  made  of  all 
transactions  as  they  take  place.  The  records  are  kept  for  the  informa- 
tion of  the  members,  a  fact  that  the  secretary  should  keep  in  mjnd 
at  all  times. 

The  books  usually  required  by  a  local  association  such  as  those 
operating  m   Pennsylvania,  are  as  follows: 


I — Minute  book 

2 — Member's  pass  book 

3 — Secretary's  roll  book 

4 — Secretary's  cash  book 

5 — Treasurer's  cash   book 

6 — General  ledger 

7 — Mortgage  loan  register 


8 — Stock  loan  register 

9 — Borrowed  money  register 

U) — Full-paid  stock  register 

11 — Index  of  members 

12 — Order  book 

K3 — Check  book 

14 — By-laws  of  association 


15— Withdrawal  book 

Most  associations  omit  the  general  ledger  entirely,  and  some  of 
them  the  order  book.  Loose-leaf  records  are  becoming  popular, 
though  by  many  the  bound  book  is  still  held  in  esteem.  Many  secre- 
taries include  all  of  their  books  in  one  binder  or  in  one  bound  book, 
in  this  way  providing  a  uniformity  and  compactness  that  is  ad- 
vantageous. 

Minute  Book.  This  is  the  important  book,  of  the  association  since 
all  official  activities  and  pronouncements  of  the  board  of  directors  are 
recorded  therein.  It  should  be  kept  strictly  up  to  date  and  contain 
briefly  but  accurately  the  proceedings  of  all  meetings.  There  is  no 
particular  form  prescribed.     Typed  loose  leaves  are  advisable. 

Member's  Pass  Book.  All  payments  and  instalments  are  entered 
in  the  pass  book,  either  by  the  treasurer  or  the  secretary.  The  book 
has  columns  for  the  months,  for  the  amount  i)aid  and  for  the  signa- 
ture of  the  person  receiving  the  money.  A  few  associations  have  the 
pass  books  that  provide  for  an  analysis  of  the  monthly  payments, 
about  as  follows : 
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Book  No. 


Shares, 


Class 


Series 


Received  from 

• 

Dues 

Interest 

Prem. 

Fines 

Tax 

Paid 

Attestation 

192.. 
Jan. 

Feb. 

Mar. 

Secretary's  Roll  Book.  This  book  contains  the  itemized  accounts 
of  members,  and  is  knowm  also  as  the  Members'  Ledger.  It  is  the 
most  comprehensive  book  of  the  association  and  contains  a  detailed 
record  of  all  debits  anl  credits.  Each  series  starts  on  a  new^  set  of 
pages  so  that  a  member  having  three  shares  in  three  series  would 
have  three  separate  accounts.  A  loose-leaf  roll  book  seems  preferable. 
There  are  several  forms  in  use,  some  of  w-hich  are  very  ingeniously 
arranged.  In  a  small  association  the  cash  receipts  can  be  entered  to 
the  members'  accounts  during  the  meeting,  but  in  a  large  association 
this  is  not  possible.  Therefore  many  secretaries  enter  the  names, 
amounts  received  and  book  numbers  on  a  temporary  '^blotter"  and 
later  transfer  them  to  the  ledger  accounts. 

The  amount  due  is  shown  in  detail,  w'hile  the  credit  columns 
record  the  cash  payments  and  total.  The  addition  of  all  columns  each 
month  gives  the  total  amount  of  cash  received.  These  totals  are 
entered  in  the  respective  columns  of  the  cash  book,  the  amount  being 
ultimately  credited  to  the  several  accounts  in  the  general  ledger. 

Single  and  double  shares  may  all  be  entered  together  with 
designating  letters  in  the  two  separate  columns  to  show  the  number 
of  shares  in  each,  or  else  be  kept  separately  in  different  sections  of 
the  ledger. 

Each  new  series  should  begin  with  a  new^  even  hundred,  as  100 
for  the  first  series,  200  for  the  second,  300  for  the  third,  and  so  on. 
In  this  way  the  number  on  a  pass  book  shows  at  a  glance  to  which 
series  it  belongs. 

Secretary's  Cash  Book.  This  book  contains  all  cash  receipts  and 
])ayments  of  the  association  either  in  detail  or  in  totals.  All  dues, 
interest,  fines,  etc.,  are  first  entered  in  the  roll  book  and  then  the 
monthlv  totals  recorded  in  the  respective  columns  of  the  cash  book. 
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Other  items  such  as  loans,  money  borrowed,  and  so  forth,  should  be 
entered  at  once  in  the  cash  book,  and  not  appear  in  the  roll  book  at 
all.  The  business  of  the  association  being  entirely  financial,  every- 
thing cash,  the  importance  of  the  cash  book  is  obvious. 

Where  a  general  ledger  is  kept  the  monthly  totals  of  the  cash 
receipts  ilnd  disbursements  are  posted  to  the  ledger  accounts  and  the 
cash  book  closed ;  if  no  ledger  is  kept  the  totals  of  the  columns  are 
carried  forward  from  month  to  month  to  the  end  of  the  year.  In  any 
case  it  is  advisable  to  show  a  summary  of  the  cash  receipts  and  dis- 
bursements at  the  end  of  the  month. 

The  forms  of  cash  book  are  quite  uniform,  the  columnar  idea  being 
used  throughout.  The  cash  receipts  side  contains  columns  for  date, 
dues,  interest,  premiums,  fines,  entrance  fees,  name,  shares,  book 
number,  repaid  mortgage  loans,  stock  loans,  borrowed  money,  mis- 
cellaneous, and  total. 

The  cash  disbursements  side  contains  columns  for  date,  order 
number,  name,  shares,  series,  book  number,  withdrawal  of  dues  and  of 
interest,  mortgage  and  stock  loans,  repayment  of  borrowed  money, 
interest  on  borrowed  money,  expenses,  miscellaneous,  total. 

The  secretary's  cash  balance  should  agree  with  the  treasurer's, 
except  in  the  case  of  orders  drawn  on  the  treasurer  which  have  been 
entered  by  the  secretary  but  have  not  yet  reached  the  treasurer. 

The  Treasurer's  Cash  Book.  The  treasurer  being  the  custodian 
of  the  funds,  his  cash  book  must  contain  a  record  of  cash  receipts  and 
disbursements.  This  may  be  a  plain  cash  book  with  one  or  two 
columns  to  a  page.  The  monthly  receipts  generally  appear  in  totals  as 
^'receipts  from  the  secretary"  or  "receipts  for  the  month"  or  only  as 
"receipts,"  but  the  payments  should  appear  in  detail  and  include  the 
amount,  names  of  payees,  check  numbers,  and  so  forth.  If  orders  are 
drawn  on  the  treasurer,  then  the  order  numbers  should  appear  also. 
The  treasurer's  cash  balance  (less  outstanding  orders  if  any)  should 
agree  with  the  secretary's,  and  should  be  proven  and  reconciled  with 
the  bank  statement  at  the  close  of  each  month. 

Gvvv-'v  Ledger.  The  general  ledger  should  be  kept  up  to  date 
and  a  trial  balance  taken  oflf  monthly.  An  account  should  be  opened 
for  each  kind  of  income  and  expense  and  for  all  assets  and  liabilities. 
The  number  of  accounts  depends  on  the  activities  of  the  association. 
Note  the  various  accounts  in  the  accompanying  reports  and  in  the 
chapter  on  book  accounts. 

Many  secretaries  omit  the  ledger  entirely,  in  which  case  the  totals 
of  the  cash-book  columns  are  taken  as  the  equivalent  of  ledger  ac- 
counts. At  the  end  of  the  year,  the  ledger  should  be  closed  and  ruled 
up  the  same  as  in  any  other  business  organization. 

Mortgage  Loan  Register.  This  book  contains  a  complete  record 
of  all  mortgage  loans,  which  should  agree  with  the  loan  account  in 
the  general  ledger  and  with  the  amount  shown  in  the  annual  state- 
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ment.  As  applications  for  loans  are  received  they  should  be  kept  on 
file  and  be  entered  also  in  the  Application  Book,  and  when  formally 
acted  upon  fully  recorded  in  the  mortgage  loan  register. 

This  register  has  columns  for  loan  number,  date,  shr.res  held, 
series,  amount,  amount  repaid,  book  number,  name  of  borrower,  loca- 
tion of  property,  kind  of  mortgage,  encumbrance,  tax  and  interest 
receipts  data,  fire  insurance  record,  committee  report,  etc. 

Stock  Loan  Register.  This  book  contains  a  detailed  record  of  all 
stock  loans  granted,  the  unpaid  items  agreeing  with  the  stock  loans 
account  in  the  general  ledger  and  with  the  amount  shown  in  the 
annual  report.  The  columns  usually  include  the  book  number,  name, 
series,  date,  shares,  amount,  premium,  date  and  amounts  of  pay- 
ments. 

Sometimes  the  loan  is  paid  back  in  monthly  instalments  or  in 
several  payments,  and  a  record  thereof  must  be  contained  in  the  loan 
register.     The  amount  of  the  loan  must  also  appear  in  the  roll  book. 

Borrowed  Money  Register.  A  complete  record  should  be  kept 
of  all  moneys  borrowed  from  the  bank  or  from  other  sources,  par- 
ticularly if  no  ledger  account  is  used.  The  general  ledger  account  if 
kept  should  record  the  loans  in  detail. 

A  complete  record  must  be  kept  also  of  full-paid  stock  if  any  has 
been  issued. 

Order  Book  and  Check  Book.  The  treasurer  disburses  money 
only  on  order  from  the  secretary,  following  the  authorization  of  the 
directors.  The  orders  are  bound  in  book  form  with  stubs,  very  much 
like  bank  checks,  and  are  signed  by  one  or  two  officers.  Checks  are 
usually  signed  by  the  treasurer  and  the  president  or  vice-president. 
All  canceled  checks  in  the  end  come  back  to  the  treasurer  and  canceled 
orders  to  the  secretary,  both  of  which  bear  the  endorsements  of  the 
payees. 

The  order  book  is  sometimes  omitted  entirely,  in  which  case  the 
checks  are  made  out  and  signed  by  the  secretary.  They  then  go 
to  the  treasurer  for  entry  and  for  the  signature  of  himself  and  the 
president.  This  plan  saves  time  by  doing  away  with  the  order 
book. 

Other  Records.  An  alphabetical  index  of  members  with  their 
addresses  should  be  available,  particularly  in  large  associations.  The 
by-laws  are  nearly  always  printed  in  the  front  or  back  of  the  pass 
books.  There  are  numerous  blanks  and  forms  used  by  large  associa- 
tions, the  number  depending  on  their  particular  requirements. 
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pAi^T  «?^THE   ASSOCIATION   AUDIT 
Procedure  in  Making  a  Complete  Audit 
Goieral  Considerations 

The  question  of  audits  has  been  given  much  thought  by  associa- 
tion officials.  The  fact,  however,  that  there  have  been  so  few  cases  of 
embezzlement  in  local  building  and  loan  associations  is  a  glowing 
tribute  to  the  reliability  of  officers  and  directors,  but  this  has  tended 
to  give  them  an  undue  sense  of  security.  F'erhaps  no  other  class 
of  corporations  could  show  such  a  record,  and  in  no  other  organization 
would  the  members  dare  to  expect  so  much. 

A  real  audit  by  qualified  public  accountants  should  be  required 
yearly  by  large  associations,  or  at  least  every  other  year  with  a 
briefer  audit  for  alternate  years.  The  moral  effect  on  both  officers 
and  directors  would  be  worth  while  and  the  sense  of  security  enhanced. 
Smaller  associations  ought  at  least  to  have  audits  every  two  or  three 
years.     Accuracy  and  safety  are  the  chief  considerations. 

The  cost  of  an  audit  is  a  stumbling  block.  Directors  hesitate  at 
the  cost  of  professional  services,  while  accountants  shy  at  the  amount 
of  work  to  be  done  for  inadequate  compensation.  The  practice  of 
economy  however  commendable  should  not  extend  beyond  the  point 
of  safety.  Too  often  the  desire  to  show  a  yearly  profit  of  8,  9  or  10 
per  cent,  overshadows  everything  else,  with  the  result  that  the  audit 
is  usually  passed  over  and  neglected. 

The  arguments  in  favor  of  regular  audits  are  many,  and  the  need 
is  real.  Other  corporations  have  audits  made  annually  or  oftener 
and  regard  the  cost  as  money  well  invested,  and  today  many  building 
and  loan  associations  are  likewise  demanding  their  annual'audits  by 
certified  public  accountants. 

The  reasons  given  for  not  having  independent  audits  are  usually 
to  the  effect  that : 

(a)  It  would  cost  more  than  we  could  afford. 

(b)  We  are  audited  yearly  by  the  state  bank  examiners. 

(c)  We  also  have  our  yearly  committee  audits. 

(d)  Everything  is  well  safeguarded  and  closely  watched  by 
our  directors. 

(e)  Our  secretary  and  treasurer  are  accurate,  reliable,  trust- 
worthy, and  adequately  bonded. 

These  are  all  true  and  to  be  found  in  most  associations,  but  human 
weakness  and  the  liability  of  error  are  always  factors  to  be  reckoned 
with.  Banks  and  other  fiancial  institutions  are  also  inspected  by 
bank  examiners  and  by  their  own  auditing  committees,  and  yet  many 


of  them  employ  outside  auditors  also  as  an  additional  precaution.  On 
the  other  hand  most  directors  know  but  little  about  the  real  activities 
of  the  association  and  few  of  them  know  anything  about  the  account- 
ing records  or  the  apportionment  of  profits. 

While  state  laws  are  liberal  in  respect  to  building  and  loan 
societies,  the  banking  departments  of  Pennsylvania  and  other  states 
are  exacting  as  to  annual  reports  and  official  examinations.  Building 
associations  are  exempt  from  corporation  tax  by  the  different  states 
and  by  the  Federal  Government,  except  in  certain  particulars  as  stated 
elsewhere. 


The  Complete  Audit 

The  complete  audit  means  one  that  covers  all  of  the  activities 
of  the  association,  including  the  cash,  loans,  securities,  members'  ac- 
counts, earnings,  distribution  of  profits,  financial  condition,  and  so 
forth.  It  is  not  unlike  an  audit  of  any  other  corporation  excepting  in 
some  of  its  features.  The  main  object  of  the  audit  is  to  verify  the 
book  accounts  and  to  pass  upon  the  loans  and  securities.  The  directors 
in  requesting  an  audit  of  this  kind  desire  to  know  whether  or  not  the 
records  and  financial  report  are  correct  and  whether  the  books  are 
being  properly  kept.  The  truth  is  desired,  the  true  condition  of  the 
association's  affairs. 

It  is  difficult  to  lay  down  exact  rules  for  the  conduct  of  a  com- 
])lete  audit  that  will  fit  all  conditions.  The  auditor  must  take  things 
as  he  finds  them  and  then  exercise  his  knowledge.  The  scope  of  the 
audit  is  so  often  governed  by  the  compensation  which  an  association 
is  willing  to  offer,  that  the  ground  to  be  covered  must  obviously  be 
left  to  the  contracting  parties.  Regardless  of  the  fee,  however,  if  the 
auditor  agrees  to  make  a  complete  audit  he  is  in  duty  bound  to  do 
so  no  matter  how  long  it  may  take  or  how  much  he  may  lose  by  so 
doing.  He  is  professionally  bound  to  do  so.  The  plan  of  general 
procedure  should  be  mapped  out  in  advance  of  the  audit  so  that  time 
and  energy  may  be  conserved  and  utilized  to  the  best  advantage. 
Careful  notes  should  be  made  as  the  audit  progresses,  that  no  point 
of  importance  may  be  overlooked.  In  case  anything  seems  out  of 
order  it  should  be  carefully  noted  for  further  reference,  but  judgment 
withheld  until  the  matter  is  fully  investigated.  Mistakes  will  happen, 
and  as  a  rule  the  secretary  or  the  treasurer  is  glad  to  have  them 
pointed  out  to  him  if  they  exist.  Such  errors  can  often  be  corrected 
at  the  time,  but  irregularities  of  any  sort  should  be  reported  to  the 
directors. 

Steps  in  a  Complete  Audit 

Below  is  given  the  general  procedure  or  steps  to  be  taken  in  a 
thorough  audit  of  a  building  and  loan  association.  The  list  is  not  as 
formidable  as  it  looks  for  some  of  the  duties  require  only  a  short  time 
to  perform. 
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1.  List  of  books.  Make  a  list  of  all  the  books  used,  and  deter- 
mine the  functions  of  each.  Get  the  relation  of  each  to  the  other 
books,  and  the  names  of  persons  in  charge. 

2.  By-laws.  Study  the  by-laws  in  order  to  become  familiar  with 
the  requirements  of  the  association.  The  main  points  of  the  state 
law  should  also  be  understood. 

3.  Minute  Book.  Examine  the  minutes  to  ascertain  what  has 
been  done  and  sanctioned  by  the  directors  during  the  period  under 
audit,  and  see  that  they  are  in  accordance  with  the  by-laws. 

4.  Verify  cash  accounts.  Prove  the  cash  on  hand  and  in  bank 
and  reconcile  the  bank  accounts  and  bank  statement.  Compare 
this  with  the  balance  in  the  general  cash  book,  balance  in  treasurer's 
cash  book,  and  the  balance  in  the  secretary's  report.  Reconcile  the 
cash  balances  of  the  secretary  and  treasurer  and  list  outstanding 
orders  if  any.  An  independent  confirmation  of  the  bank  balance  from 
the  bank  itself  is  advised. 

5.  Monthly  income.  Determine  the  amount  of  income  for  each 
month  and  see  that  it  has  actually  been  recorded.  This  is  true  also 
of  the  outgo. 

6.  Additions.     Verify  the  addition  of  all  books  and  records. 

7.  Cash  receipts.  This  must  include  all  receipts  of  cash  from 
every  source  together  with  the  cash  records  of  the  secretary  and  the 
treasurer.  All  such  cash  must  be  traced  to  the  bank.  Bank  deposits 
should  agree  with  the  cash  receipts  of  both  secretary  and  treasurer 
since  all  cash  is  deposited  as  a  rule  in  one  or  more  banks. 

8.  Cash  disbursements.  All  payments  being  made  by  checks, 
the  total  payments  recorded  by  the  secretary  and  the  treasurer  should 
correspond  with  the  aggregate  checks  issued.  The  cash  balance  should 
be  reconciled  with  the  bank  statement  and  outstanding  checks  com- 
pared. Authorization  and  vouchers  for  all  cash  pavments  should  be 
available. 

9.  Ledger  postings.  Postings  to  the  general  ledger  should  be 
verified,  and  the  accounts  added  and  proven.  Unusual  entries  need 
attention. 

10.  Stock  loans.    These  should  be  examined  and  compared  with 
the    ledger    account.      The    notes    and    other   obligations    should    be 
examined,  together  with  such  other  documents  as  may  be  available 
The  stock  certificates,  if  used,  or  other  collateral  should  be  assigned 
to  the  association. 

H.  Real  estate  loans.  This  is  a  phase  of  the  audit  that  requires 
great  care.  Verify  the  validity  of  each  loan  and  the  bond  and  mort- 
gage given  as  security,  and  see  that  they  are  properly  recorded  and 
in  agreement  with  the  general  ledger  account.  The  fire  insurance 
policies,    tax    receipts,    title    guarantee    and    other    necessary    papers 


should  be  available  and  examined.  See  that  interest  on  prior  loans  is 
fully  paid.  Loans  in  the  process  of  completion  must  be  verified  if  to 
be  included  in  the  report. 

12.  Furniture  and  supplies.  Verify  the  value  of  books,  records, 
supplies  and  furniture  on  hand,  and  see  that  a  conservative  valuation 
is  maintained.  It  is  better  to  charge  books  and  supplies  off  to  expense 
than  to  carry  them  too  long  as  an  asset.  Organization  expenses  may 
be  spread  over  a  short  term  of  years. 

13.  Members'  ledger.  Verify  the  individual  accounts  by  check- 
ing payments  therein  and  comparing  with  cash  receipts.  See  that  all 
payments  are  credited,  and  that  all  fines,  premiums,  interest,  dues, 
etc.,  are  accounted  for.  Add  the  accounts  in  the  members'  ledger  and 
verify  them  with  dues  account  in  general  ledger.  Prepayments  and 
arrearages  should  be  verified. 

14.  Pass  books.  By  right,  the  pass  books  should  be  compared 
with  the  individual  accounts,  but  this  is  not  practicable  unless  they 
are  called  in  specially  for  the  purpose.  In  some  cases  this  may  be 
advisable  but  it  has  to  be  done  with  great  care  so  as  not  to  arouse 
suspicion  in  the  minds  of  stockholders.  In  a  careful  audit  part,  say 
about  one-tenth,  of  the  pass  books  at  least  should  be  verified,  and  in 
a  detailed  audit  as  many  as  can  be  secured. 

15.  Profits  and  expenses.  Verify  all  profits  and  compare  them 
with  the  Profit  and  Loss  account  in  the  ledger.  See  that  the  profits 
are  all  accounted  for,  also  that  the  expenses  are  not  under  or  over- 
stated, and  that  they  are  within  the  by-law  limits. 

16.  Apportioning  profits.  Inspect  and  verify  the  apportionment 
of  profits  among  the  various  series,  and  see  that  the  book  value  of  each 
is  correctly  set  forth.  The  plan  of  figuring  or  dividing  profits  should 
be  uniform  from  year  to  year. 

17.  Borrowed  money.  Examine  the  loans  from  banks,  indi- 
viduals or  other  associations  and  see  that  each  loan  has  been  sanctioned 
by  the  directors,  also  that  the  borrowing  limit  has  not  been  exceeded. 
See  that  canceled  notes  are  available  and  agree  with  the  account,  and 
that  the  notes  outstanding  are  correct. 

18.  Withdrawals.  Examine  carefully  all  withdrawals  and  ma- 
tured series  to  see  that  the  correct  amounts  have  been  returned.  See 
that  all  loans  or  fines  have  been  satisfied  before  payments  were  made. 
See  that  stock  certificates  and  pass  books  have  been  surrendered. 

19.  Bonds  of  ofificers.  Examine  the  bonds  of  the  officers  who 
have  the  handling  of  funds,  to  see  that  they  are  adequate  and  have  not 
expired. 

20.  Annual  report.  See  that  the  statements  are  correct,  in  har- 
mony with  the  books,  and  not  misleading.  The  report  should  be 
signed  by  the  auditor.  .  If  anything  is  wrong  the  auditor  should 
withhold  his  signature  until  it  is  righted.  He  should  see  that  the 
bookkeeping  system  is  adequate. 
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21.  General.  All  canceled  checks  and  other  cancekd  documents 
frequently  bear  the  auditor's  stamp  to  prevent  use  a  second  time. 
Books,  records  and  securities  should  be  kept  in  a  safe  place. 

22.  Auditors  certificate.  The  professional  auditor  may  vary 
his  certificate  to  suit  himself  and  in  it  he  should  state  whether  or  not 
he  has  included  securities  in  his  audit.  The  following  is  an  actual 
audit  certificate : 

"We  have  made  a  careful  audit  of  the  Books,  Rccoids  and  Secur- 
ities of  the  Wilton  Building  and  Loan  Association  for  the  year  ending 
December  31,  1922,  and  find  them  to  be  correct  and  in  agreement  with 
the   foregoing   statements." 
January   10,   1923.  Robert  J.   Bennett. 

Certified  Public  Accountant." 

\iiditifiu'  Committee 

The  association  by-laws  provide  for  an  auditing  committee.  Its 
duties  are  to  audit  the  books  and  accounts  of  the  secretary  and  the 
treasurer  for  the  y«ar  and  to  make  report.  The  securities  in  the 
hands  of  the  treasurer  are  likewise  to  be  examined  and  verified.  The 
unfortunate  feature  of  the  committee  audit,  however,  is  that  it  is  not 
an  audit  at  all  in  the  true  sense  of  the  word,  since  in  most  cases  it  is 
performed  by  members  who  have  no  knowledge  whatever  of  the 
requirements  of  an  audit  or  of  the  manner  of  conducting  it  or  of  the 
association's  accounting  methods.  Not  being  familiar  with  such  work 
they  are  frequently  dominated  by  the  secretary  or  the  treasurer,  or  by 
both,  with  the  result  that  their  certificate  in  reality  amounts  to  little  or 
nothing.  P^or  this  reason  the  committee  audit  should  be  in  charge  of 
someone  fully  capable  of  supervising  the  work.  The  auditing  com- 
mittee usually  serves  without  compensation  and  is  expected  to  com- 
plete the  audit  in  an  evening  or  two.  A  satisfactory  audit  of  a  large 
association  cannot  be  tnade  in  so  short  a  time  even  by  a  staflF  of 
experienced  accountants. 

This  committee  should  consist  of  at  least  three  persons  and  for 
convenience  not  more  than  five.  They  are  either  appointed  by  the 
stockholders  at  the  annual  meeting  or  by  the  president  a  sufficient 
time  prior  to  the  close  of  the  year.  The  approved  plan  is  for  the 
president  with  the  consent  of  the  directors  to  appoint  the  committee, 
none  of  whom  should  be  an  officer  of  the  association.  Officers  who 
do  the  work  and  transact  the  business  should  obviously  have  their 
work  passed  in  review  by  others.  One  director  is  often  included  in 
the  committee,  but  usually  not  more  than  two.  In  one  large  Phila- 
delphia association  three  auditors  are  appointed  by  the  members  at 
the  annual  meeting  for  a  term  of  one,  two  and  three  years  respec- 
tively, with  an  election  of  one  auditor  each  succeeding  year  to  fill  the 
vacancy  of  the  one  retiring.  In  most  associations,'  however,  three 
auditors  are  appointed  by  the  president  at  the  last  rmeeting  preceding 
the  annual  meeting.  The  report  must  be  completed  for  the  annual 
meeting. 


In  large  associations  the  duties  of  auditing  committees  are  some- 
times divided  so  that  two  or  three  may  examine  the  securities  and 
the  others  audit  the  book  records.  Two  separate  committees  of  three 
each  may  even  be  appointed,  each  certifying  to  its  own  findings. 

The  printed  annual  reports  are  usually  sent  to  all  members  and 
this  serves  in  a  slight  degree  as  a  check  on  the  management;  one  in 
which  each  member  makes  an  examination  of  the  part  most  vital  to 
his  own  interests.  This  is  an  audit  of  individual  accounts  in  which 
the  entire  membership  takes  part. 

The  certificate  of  the  auditor  or  auditing  committee  is  a  simple 
statement  of  the  correctness  of  the  books  and  the  report.  It  is  at- 
tached to  the  report,  and  may  read  about  as  follows: 

"We,   the   undersigned   auditors,    have    audited    the    books    of    the 
secretary  and  the  books  and  securities  of  the  treasurer  and  have  found 
them   to   be   correct;   and   we   certify  that  the  above  statements  are  in 
accordance   therewith." 


Date, 


Names 


} 


Auditors. 
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PART  9— MISCELLANEOUS 

I'hv  lAfv  Insurance  Feature 

Several  Philadelphia  associations  have  the  life  insurance  feature, 
but  it  is  kept  separate  and  distinct  from  the  regular  building  and 
loan  activities.  Its  advantage  lies  in  the  fact  that  the  member  is 
protected  by  insurance  in  case  of  death,  while  the  monthly  plan  of 
paying  insurance  premiums  is  easy  and  can  be  combined  with  the 
monthly  dues.  A  medical  examination  is  required  of  each  person 
desiring  the  insurance  privilege. 

Where  this  feature  is  used,  there  are  usually  two  classes  of 
stock.  One  is  the  regular  stock  requiring  the  monthly  payment  of 
$1.00  per  share  and  may  be  designated  as  Class  A.  and  the  other  a 
cheaper  stock,  requiring  a  monthly  payment  of  60  or  70  cents  per 
share  and  known  as  Class  B.  Each  has  a  maturity  value  of  $200  per 
share,  but  the  latter  obviously  requires  a  longer  time  to  mature.  The 
insurance  premium  is  paid  as  a  rule  to  the  board  of  trustees,  which  in 
turn  pays  the  required  amount  to  the  insurance  company.  In  some 
cases  the  insurance  premium  is  collected  by  the  association  along 
with  the  regular  dues  and  then  paid  over  to  the  trustees  or  to  the 
insurance  company,  while  in  others  it  is  paid  by  the  members  direct 
to  the  insurance  company.  In  associations  where  the  trustees  receive 
the  monthly  premium  from  members,  they  frequently  pay  over  to  the 
insurance  company  a  lower  rate  than  they  receive,  thereby  netting  a 
profit  to  the  insured  members.  The  funds  in  the  hands  of  the  trustees 
are  regularly  invested  and  made  to  accumulate  additional  interest, 
so  that  the  short-payment  shares,  together  with  the  accruing  profits, 
both  in  the  association  and  in  the  insurance  fund,  are  made  to  mature 
in  good  time. 

Three  plans  of  handling  the  insurance  have  come  under  the  obser- 
vation of  the  writer,  as  follows : 

Plan  1 — Under  which  the  payments  are  $1  per  month,  the  dues 
of  60  cents  going  to  the  association  and  40  cents  to  the  trustees  for 
insurance  premiums.  The  member  carries  an  insurance  of  $200  for 
each  share  of  stock  taken  out.  The  trustees  pay  the  premiums  on  a 
graded  scale  according  to  age,  obviously  realizing  a  profit. 

Plan  2 — Under  which  the  dues  of  60  cents  go  to  the  association, 
and  the  required  insurance  premiums  graded,  according  to  age,  go 
to  the  trustees. 

Plan  3 — Under  which  the  dues  of  60  cents  go  to  the  association, 
while  the  premiums  graded,  according  to  age,  go  direct  to  the  insur- 
ance company.     Under  this  plan  there  need  not  be  any  trustees. 

In  the  event  of  death  of  a  member,  under  plan  1.  the  trustees 
collect  the  nisurance  from  the  life  insurance  company  and  withdraw 
from  the  association  the  withdrawal  value  of  his  shares;  these  both 
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go  into  the  trust  fund  out  of  which  in  turn  the  trustees  pay  to  the 
member's  heirs  a  sum  equal  to  the  full  matured  value  of  the  shares. 

A  member  owning  ten  shares  of  stock  with  a  maturity  value  of 
$2000  is  therefore  insured  for  the  full  $2000,  which  amount  in  case 
of  death  goes  to  his  heirs  no  matter  how  soon  it  may  occur  after 
his  purchase  of  protection.  Under  plans  2  and  3  his  heirs  receive  the 
full  amount  of  insurance  carried  by  him  plus  the  withdrawal  value 
of  his  shares;  or,  if  desired,  the  shares  may  be  continued  to  maturity 
by  the  heirs. 

A  withdrawing  member  receives  at  any  time  under  plans  1  and 
2  the  withdrawal  value  of  his  shares  from  the  association,  plus  a  por- 
tion of  the  insurance  fund  profits  from  the  trustees ;  under  plans  2 
and  3,  however,  he  may  withdraw  from  the  association  but  continue 
his  insurance  protection.  Remaining  shares  in  the  insurance  class 
benefit  through  the  profits  left  by  the  withdrawing  members  and  by 
the  earnings  of  the  insurance  fund. 


Division  of  Profits  to  Low  Priced  Shares 

When  two  classes  of  stock  are  outstanding  requiring  monthly 
dues  of  $1  and  70  cents  respectively,  the  division  of  profits  is  some- 
what complicated.  It  was  explained  on  a  preceding  page  that  double 
shares  in  any  series  receive  twice  as  much  profit  as  the  single.  The 
same  principle  holds  good  in  the  low  priced  shares.  The  profits 
apportioned  to  a  70-cent  share  must  obviously  be  only  70%  of  the 
amount  going  to  the  dollar  share.  Therefore  in  apportioning  profits 
to  series  the  earning  powers  of  the  70-cent  stock  must  in  each  case  be 
70%  of  the  regular  figures  for  the  dollar  stock.  For  example,  the 
earning  powers  for  the  dollar  series  are  1,  4,  9,  and  16,  and  so  forth, 
and  for  the  70-cent  series  70,  2.80,  6.30,  11.20,  and  so  forth. 


State  and  Federal  Taxes 

Building  and  loan  associations  are  exempt  from  state  and  federal 
taxation,  a  privilege  that  is  peculiar  to  mutual  associations.  Under 
certain  conditions,  however,  both  federal  and  state  taxes  are  required, 
as  explained  below. 

The  Pennsylvania  statute  regarding  tax  exemption  reads  as  fol- 
lows : 

"Mutual  loan  and  building  associations  shall  be  exempt  from  the 
provisions  of  each  and  every  law  imposing  taxes  for  State  purposes 
on  their  capital  stock  or  mortgages,  and  other  securities  for  moneys 
loaned  to  their  own  members;  but  the  real  estate  owned  by  said 
association  shall  be  subject  to  the  same  rates  of  taxation  as  the  real 
estate  of  other  corporations  and  persons:  Provided,  however.  That 
the  right  of  the  Commonwealth  to  collect  taxes  already  accrued  is 
hereby  reserved." 
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,     The  Federal  Internal  Revenue  Act  of  1921  has  the  followinjr  pro- 
vision exempting-  associations  from  taxation: 

frnm'^!^i'.°"  ^^^'^  ^u^^  ^•^^  following  Organizations  shall  be  exempt 
irom  taxation  under  this  title.  cmiju 

th.  u"^^-  Do"^ft'c  building  and  loan  associations  substantially  all  of 
the  business  of  which  ,s  confined  to  making  loans  to  members  and 
co-operative  banks  without  capital  stock  organized  a°d  derated  for 
mutual  purposes  and  without  profit."  operaieci   lor 

State  and  federal  exemptions  are  confined,  however,  to  buildin 
associations  operating-  within  their  legitimate  limits,  both  requirinw 
under  certain  conditions  a  tax  on  paid-up  and  full-paid  stock      The 
Ireasury    Department   regulations    have   the    matter   of   taxation    of 
building  and  loan  associations  very  carefully  covered. 

Members  are  required  to  pay  a  tax  on  profits  received  from 
matured  building  and  loan  association  shares  on  all  amounts  over 
and  above  $300,  in  each  and  every  year  between  the  dates  mentioned. 

A  later  decision  rendered  in  1923  stat;es  that  profits  matured 
trom  association  shares  are  exempt  from  normal  tax  to  the  same 
extent  as  dividends  from  other  corporations. 
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REVIEW  QUESTIONS 

The  following  questions  should  be  studied  and  fully  mastered, 
but  they  are  not  to  be  sent  in : 

(1)  Mention  the  important  objects  of  building  and  loan  asso- 
ciations. (2)  How  are  they  organized?  (3)  How  do  they  differ  from 
other  corporations?  (4)  How  have  associations  benefited  the  coun- 
try? (5)  What  are  the  preliminary  steps  for  organization  in  your 
state?  (6)  Mention  the  main  safeguards  respecting  associations. 
(7)  How  is  the  association  manag-ed?  (8)  What  are  the  duties  of 
the  ofiicers?  (9)  Have  you  studied  the  by-laws  of  any  association? 
(10)  Mention  the  different  values  of  a  share.  (11)  What  is  meant  by 
"fines"  and  **fees"?  (12)  Mention  five  different  kinds  of  stock  or 
plans  of  issue.  (13)  Give  the  diff'erence  between  serial  and  non-serial 
plans.  (14)  Does  the  "perpetual  plan"  mean  that  the  association  has 
a  perpetual  charter?  (15)  What  is  meant  by  the  capital  stock  of  an 
association?  (16)  W^hat  are  the  main  income  and  expense  accounts? 
(17)  Why  are  the  expenses  of  associations  so  low?  (18)  Are  you 
familiar  with  the  various  assets  and  liabilities?  (19)  What  is  the 
most  important  asset  and  liability?  (20)  WHiat  does  the  Dues  account 
contain?  The  Profits  account?  (21)  What  is  a  "contingent  fund" 
and  how  determined?  (22)  What  is  the  object  of  the  annual  report? 
What  should  it  contain?  (23)  Have  you  examined  two  or  three 
reports  of  associations?  (24)  Why  do  most  associations  include  the 
cash  account  and  omit  the  income  account?  (25)  What  is  meant  by 
"free"  shares?  Loan  shares?  (26)  How  is  the  withdrawal  value  of  a 
share  determined?  (27)  Under  what  conditions  may  an  association 
borrow  money?  (28)  How  may  it  loan  to  another  association?  (29) 
What  is  the  difference  between  "earnings"  and  "profits"?  (30)  How 
often  are  profits  apportioned?  (31)  What  plan  of  apportioning  profits 
do  you  prefer?  (32)  Why  do  associations  apportion  profits  only  in 
the  reports?  (33)  Why  do  so  many  dispense  with  the  general 
ledger?  (34)  How  do  you  average  monthly  instalments?  How  many 
years  in  42  months?  (35)  W^hich  do  you  prefer,  yearly,  half-yearly 
or  quarterly  series?  (36)  Why  are  monthly  series  used?  (37)  What 
is  the  difference  if  any  between  averaging  by  months  on  a  "true" 
basis  and  on  a  "half-time"  basis?  (38)  Why  is  one  month  added  in 
determining  averages?  (39)  What  is  meant  by  earning  powers?  (40) 
Give  the  earning  powers  for  calculating  shares  over  six  years.  (41) 
How  are  profits  apportioned  when  both  single  and  double  shares  are 
used?  (42)  What  advantage  is  there  to  double  payment  shares? 
(43)  How  do  you  determine  the  annual  rate  of  profit?  (44)  What 
is  Dexter's  rule,  and  how  applied?  (45)  Give  the  various  steps  to  a 
second  mortgage  loan.  (46)  What  is  a  premium?  How  applied  to  a 
second  mortgage?  (47)  W'hy  do  some  associations  not  charge  any 
premium?  (48)  Explain  the  difference  between  a  straight  mortgage, 
a  split  mortgage,  and  a  building  association  mortgage.  (49)  What 
are  the  duties  of  the  property  committee?  (50)  How  is  an  association 
safeguarded  with  a  second  mortgage?  (51)  Give  a  list  of  books 
required  for  an  up-to-date  association.     (52)  Explain  the  operations 


44 


ACCOUNTANCY. 


ACCOUNTANCY. 


45 


of  the  secretary  s  roll  book  and   the  cash  book.     (53)    Explain  the 
loan   reo^ister.      (M)    Why  is  the  minute  book   so  important?      (55^ 

hTr^^?    %l,^^  '^''''''  u^  ^^'  treasurer,  and  what  records  are  kept  by 
.iim      (56)  How  are  the  cash  receipts  for  a  large  association  handled'? 
^s     u'''^  the  procedure  necessary  for  making  cash  disbursements, 
^o    wu'''  '?    t^  auditmo-  committee  appointed?    What  is  its  duties? 
(^y)  \\  hat  IS  the  usual  weakness  attached  to  a  committee  audit  ^    (60) 
It  there  are  several  members  on  the  audit  committee,  how  should  their 
work  be  divided?    (61)  Give  the  wording  of  a  certificate  of  the  audit- 
ing committee  for  a  large  and  for  a  small  association.     (62)  Mention 
three  of  the  most  important  things  to  be  considered  by  a  committee 
wu       •  ^   ^        '^'   ^^^^^   ^^^   examinations    made    by   state   ofticials> 
What  importance  do  you  place  on  this?     (64)  What  is  to  be  gained 
by  employing  certified  public  accountants  to  make  audits?    (65)  What 
are  the  most  important  things  to  be  done  in  a  complete  audit?     (66) 
What  importance  do  you  attach  to  an  audit  of  the  pass  books?    Why? 
(67)    What  report   is   made   by   the  accountant   after  completing  an 
audit?     (68)   Explain  how  the  insurance  feature  is  handled  by  asso- 
ciations.     (69)    Give   the   merits   and   demerits  of  the   life   insurance 
feature.     (70)  What  is  meant  by  the  24-month  plan  in  dividing  profits? 
(71)  How  are  profits  divided  to  monthlv  series?     (72)   How  divided 
in  case  of  both  $1  and  70c  shares?     (73)  When  does  the  fiscal  year 
of  an  association   end?      (74)    What  is   the  law   in  your  state   with 
respect  to  taxation?     (75)  What  are  the  federal  income  tax  require- 
ments?    (76)  What  kinds  of  shares  are  taxable?    W^hy? 

EXAMIX\T!nx,...._.LESSON  17 

Prepare  answers   to  the  following  questions  and   send   them   in 
for  inspection.     Send  only  your  very  best  eflforts. 

1.  Describe  briefly  each  of  the  following: 

(a)  The  benefits  of  building  and  loan  associations. 

(b)  The  value  and  use  of  the  pass  book. 

(c)  To  whom  the  association  is  responsible,  and  how. 

(d)  The  success  of  associations  in  your  state. 

2.  Describe  briefly  the  different  plans  of  issuing  shares  and  the 
merits  of  each.     Describe  also  the  plan  most  used  in  your  state. 

3.  Explain  the  different  values  attached  to  a  share  of  stock  in  a 
building  and  loan  association.  Why  do  some  associations  not  issue 
stock  certificates? 

4.  Give  requirements  and  the  steps  necessary  for  the  organiza- 
tion of  a  building  and  loan  association  in  your  state. 

5.  Describe  the  various  steps  required  in  making  a  mortgage 
loan.  Set  forth  your  answer  in  logical  order.  Use  if  possible  the 
requirements  of  some  association  in  your  city. 

6.  Give  a  brief  outline  of  the  by-laws  of  some  association  of 
which  you  are  a  member. 


7.  Give  in  order  the  various  sources  of  income  and  items  of 
expenses  of  associations  in  your  state. 

8.  Give  a  list  of  the  books  used  by  some  building  and  loan  asso- 
ciations, with  a  brief  description  of  each. 

9.  The  following  is  a  statement  of  the  John  B.  Stetson  Building 
and  Loan  Association  at  December  31,  1921,  while  the  transactions 
for  the  succeeding  year  and  the  balance  sheet  at  December  31,  1922, 
are  shown  on  pages  13  and  14. 

Balance  Sheet  at  December  31,  1921 


Assets 

Liabilities 

Bond  and  Mortgage 

Shares 

Series       Months 

Loans 

$1,361,650.00 

1652 

31 

132 

$218,064.00 

Stock  Loans 

188,075.00 

1475 

32 

120 

177.000.00 

Unpaid  Dues 

4,730.00 

1224 

33 

108 

132,192.00 

Unpaid  Interest 

3,422.62 

1332 

34 

96 

127,872.00 

Liberty  Bonds 

60,000.00 

952 

35 

84 

79,968.00 

Balance  in  Treasury 

33,966.87 

2127 

36 

72 

153,144.00 

1773 

37 

60 

106,380.00 

1883 

38 

48 

90,3M.00 

2307 

39 

36 

83,052.00 

4341 

40 

24 

104,184.00 

3066 

41 

12 

36,792.00 

Dues  Paid  in 

Advance 

626.00 

Interest 

Paid 

in  Advance 

21.25 

Undivided  Profits 

342,165.24 

$1,651,844.49 

$1,651,844.49 

From  the  two  construct  the  following: 

(a)     Trial  balance  at  beginning  and  close  of  the  year. 

The  general  ledger  accounts  complete  for  the  year. 
Profit  and   Loss   Statement  for  the   vear. 


(b) 
(c) 
(d) 


10. 


11, 


(a) 


(b) 


Balance  Sheet  at  the  close  of  the  year,  properly  clas- 
sified. 

Outline  briefly  the  most  generally  used  method  of  dis- 
tributing profits  to  shares.  Explain  also  the  plan  used 
most  extensively  in  your  state. 

From  the  details  used  in  Question  No.  9.  give  the  fol- 
lowing information : 

Show  in  columnar  form  the  division  of  profits  to  the 
diflferent  series  on  the  full-time  plan  illustrated  in 
example  No.  2,  on  the  half-time  plan  as  in  example  No. 
3,  on  the  earning  power  plan  as  in  example  No.  4,  and 
on  the  Dexter  plan. 

State  what  plan  has  been  used  by  this  association  in 
dividing  its  profits. 
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Post-Oradiiate    Course 

"^'"R  ]Hwf ..-trraduate  coaching  course  has  been  designed  to 
pr»'pa.iv  (/;ii!tii,{ia'*'s  Ijv  quick  iiiteiisive  training  for  the 
Kxaniiaai  ioii.  Si^v:  is  an  r)|>])orta.}i]e  lime  for  those  who 
wish  in  take  the  InMiUiu.-  r^xaniination.  and  who  feel  the  need 
of  this  work.  'll!i.s  v^Yur^e  takes  up  practically  ail  ike  points 
that  may  comt^  ui)  on  the  Exaniination  and  shows  the  candidate 
how  to  fret  h]^.  aiisw-fr  on  pa]>ei\  how  to  cover  tiie  important 
points,  witiiiu  tlie  time  limit  :  it  also  helps  him  to  interpret  the 
problems  eni  ret  t  iy.  ^i.  i  .iiit  on  which  so  many  good  accountants 
are  weak. 

V,,  •        J.     «       -^   i  e        \„^  1/  Li,  I    otl.'' 

For  those  not  ready  foi-  the  next  Institute  Examination, 

our  C.  J\  A  Course  is  recommended.  X**  Imowledge  of  book- 
keeping is  necessary,  but  a  liigh  schoc  1  education,  or  at  least 
a  complete  grammar  school  education,  will!  business  experi- 
ence,^is  essential.    We  start  a  maii  at  the  iA-ginOing  and  carry 

him  step  by  step  tiuMai^ii  to  his  ii-oal. 

l-"l.cn\t'  Courses:    Accf»un,tanc\',   Aiiditint:,  Law,  Costs,  Bookkr^-jihiir, 

Jiinuir  and  >t-ni«»r  /lectsuntaiicy 

Our  Courses  Are  Adapted  to  Resident  School  Use 
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